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Part I—Papers Read at Annual Meeting 
MORNING MEETING 





DEVELOPMENTS IN STANDARD NON-FORFEITURE 
AND VALUATION LEGISLATION 


By Aurrep N. Guertin, Actuary 
Amerwan Life Convention 


When, on June 5th, 1944, the Supreme Court of the United States 
handed down its decision in the South Eastern Underwriters case, 
exclusive state supervision of insurance based on state sovereignty alone, 
which for many years had contributed so much to public confidence in 
the institution of insurance, became a thing of the past. By that decision 
insurance became commerce and, when transacted across state lines, 
became interstate commerce and subject to the Commerce Clause of the 
Constitution of the United States and so became subject to Federal as 
well as State jurisdiction. 

The satisfaction of Congress with the existing supervisory situation 
and its willingness to permit the states to work out their own destinies, 
consistent with constitutional limitations has, however, been demonstrated 
by Public Law 15. That willingness of Congress to permit continuance 
by the states of their functions in this field places a strong responsibility 
on the states to exercise their authority in a manner consistent with 
national as well as local interest. It is one of the implications of Public 
Law 15 that the business and the states see to it that state supervision 
be on such a firm foundation that it could not be assailed either on the 
basis of adequacy, extent or efficiency. It has behooved the industry and 
the state supervisory authorities to examine the situation with respect 
to these criteria and to determine how well the states have been exercising 
their authority in this field and, if there be any correction needed, that 
such correction be made before 1948. 

It is not sufficient that each state adequately supervise the companies 
operating within its borders but it is equally important that all the states 
so gear their legislation that commerce in insurance can be transacted 
across state lines with a minimum of interference by special or conflicting 
requirements, and that trade barriers of all kinds be eliminated to the 
greatest extent consistent with the safety of the policyholders in the 
respective states. 

It is conceivable that forty-eight states and the District of Columbia 
could disregard these principles and enact forty-nine different sets of 
laws, conflicting one with another, in such a way that the cost of 
insurance to policyholders, particularly life insurance (with which we 
are concerned today) would be increased to a significant extent. Moreover, 
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some companies might be favored at the expense of others, and the element 
of free competition between domestic and foreign companies very largely 
removed. Such a situation is, of course, far from likely. Cooperation 
between the states, existing over seventy-five years, has operated in exactly 
the opposite direction. Should such a situation come to pass, however, 
it can be seen that Congress, under its power to regulate interstate com- 
merce, might well step into the picture and by legislation occupy parts 
of the field which it has already, by the provisions of Public Law 15, 
declared should continue within the field of supervision open to the states. 

The answer to this whole question of cooperation is complex. However, 
one approach to its solution would seem to lie very largely in the develop- 
ment of standard laws which are as uniform in character as the local 
requirements of the several states will permit. The establishment of 
uniform laws in itself removes any possibility of competitive advantage 
of the companies of one state over those of another, breaks down trade 
barriers between the states, results in substantial savings and expense to 
policyholders by reducing the cost of administration of companies. Free 
competition, which is the ultimate goal of the Commerce Clause of the 
Constitution, is thus advanced. 

While, in these introductory paragraphs, I seem to have wandered 
from the title of my discussion this morning, I have endeavored to lay 
a background for the study of the implications of the Standard Non- 
Forfeiture and Valuation Laws. These constitute, apparently, one of 
the most successful programs of uniform legislation which has yet been 
devised by the National Association of Insurance Commissioners, with 
whose functions you are all familiar. Let us, then, consider these uniform 
bills as part of a series of recommendations on the part of the Commis- 
sioners, and other bodies, leading to uniformity in state legislative action. 

The Armstrong Investigation in New York in 1905, the legislation in 
that state in 1906, and similar investigations in a number of other states 
are credited with the enactment of a considerable body of law regulating 
life insurance in many of the states. The principles underlying these laws 
have remained unchanged over a long period of time. Under them, the 
life insurance business has grown and prospered. Its benefits extend over 
the length and breadth of the land. Indications are that, more and more, 
intensive cultivation of this field will continue so that the institution will 
play an increasingly important role in the economic life of the people. 

Prior to the Armstrong Investigation, laws regulating life insurance 
in the various states were comparatively brief and covered little subject 
matter as compared to modern insurance laws. They were largely con- 
fined to requirements for the filing of financial statements, standards of 
solvency, the right of the Commissioner to examine companies, the collec- 
tion of taxes, the licensing of agents, and the formation and winding up 
of companies, all of which are fundamental to insurance supervision. 
In a few states, however, there were a number of laws, most of them 
modeled after the early Massachusetts law of 1861, requiring the granting 
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of non-forfeiture benefits, and a few statutes regulating the powers of an 
insured to name a beneficiary and describing the rights of the beneficiary 
but uniformity in these matters was the exception rather than the rule. 

It is significant that the first move for the enactment of uniform laws 
regulating the content of policies did not arise from the Insurance 
Commissioners themselves. Rather, the move originated under Federal 
auspices. It was on the call of President Theodore Roosevelt that the 
Governors, Attorneys General and Insurance Commissioners of the 
various states met in Chicago for a momentous meeting on February 
Ist and 2nd, 1906, to discuss the situation developed in the Armstrong 
Investigation. Out of this meeting grew the famous Committee of 
Fifteen. This is the committee which developed model legislation for 
standard provisions in life insurance policies, later adopted by so many 
states that they laid a pattern for life insurance policies followed to this 
day. Their recommendations also laid the foundation for many of the 
provisions later incorporated in the Uniform Code prepared by the 
Insurance Code Committee of the American Bar Association, a code 
that has had considerable influence on state insurance legislation. 

The conference of Governors, Attorneys General and Commissioners 
and its Committee of Fifteen was dealing with disclosures developed by 
investigation. It was not an emergency involving the matter of solvency 
of companies, however. It is understandable, therefore, that their report 
did not contain recommendations on the matter of reserves from the 
standpoint of solvency of companies. They were interested in the prac- 
tices of companies in their relation to policyholders. It may be consid- 
ered unfortunate that they did not see fit to examine the suitability of 
the mortality tables then in use and to make appropriate recommenda- 
tions. Instead they built the structure on the basis of the valuation 
standards already in use. 

Since the committee made no special recommendations concerning 
valuation standards, but based non-forfeiture benefits on existing valua- 
tion standards, many states, by adopting the model legislation without 
changing valuation standards, automatically fixed minimum non-for- 
feiture benefits which were quite at variance with the requirements 
applicable in other states in spite of the fact that the non-forfeiture 
provisions might have been worded almost identically. This lack of 
uniformity continues to a considerable degree to this day. 

In most states at the time, there was recognition of the Actuaries and 
the American Experience tables of mortality for valuation purposes but 
there was considerable variation in the maximum rate of interest which 
could be used with them. The matter was further aggravated by the 
practice of companies of specifying in their policies that the first year’s 
insurance was term insurance. Hence, they could be valued under laws 
specifying only a mortality table and rate of interest as though they were 
issued at an age one year higher and a date one year later than was actually 
the case, but with premium termination and maturity dates unchanged. 
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The inequity of this practice in the case of high premium policies was 
recognized in a number of states and modified methods of valuation 
followed, such as the Illinois Standard method, recognized in many states, 
the New Jersey, Ohio, and select and ultimate methods. But this was 
not all, for a number of years later many states, already committed to 
net level valuation, adopted the modified preliminary term or select and 
ultimate principles. Thus we see that the lack of uniformity in valuation 
requirements continued to develop, not only as to mortality and interest 
standards and methods of calculating reserves, but also as to minimum 
policy benefits based thereon, which differed substantially state by state. 
Amendments made from time to time to the statutes of individual states 
to permit the use of additional tables and methods, while facilitating 
operations of companies among the states, did little to achieve the 
desirable degree of uniformity in the statutes themselves. It may not be 
amiss to remark that the breaking down of conflicting requirements by 
piecemeal legislation over the years probably has resulted in large measure 
from efforts of individual companies seeking broader fields of activities. 

But the unsuitability of the American Experience table does not date 
back to the days when the Committee of Fifteen was engaged in the work 
of developing model legislation. At that time, the American Experience 
table was reasonably representative of mortality among the American 
people with an adequate margin for contingencies and fluctuations in 
mortality and, by and large, resulted in equity to the policyholders of 
the various companies. That rapid improvement in mortality would take 
place and that the table would become outmoded within a comparatively 
few years was a matter to which these gentlemen probably gave little 
thought and could scarcely have foreseen. 

I have mentioned the use of the American Experience table, outmoded 
as to age but not as to characteristics, at the drafting of that iegislation. 
I would like to discuss, for a moment, the principles underlying the 
requirements for non-forfeiture benefits which were made part of the 
model legislation recommended by the Committee of Fifteen. In that 
legislation the formula developed by Elizur Wright for the State of 
Massachusetts provided the pattern. That pattern, however, had been 
further developed by general practices among the companies. A surrender 
charge of $25 per thousand had become the established basis among such 
companies and was written into the model legislation produced by the 
Committee of Fifteen. It may be said that the formula was unrealistic 
at that time, as it is today, but, on the other hand, the degree of its 
lack of fit to various factors of operation of the various companies was 
mitigated by the use of the American Experience table and by the fact 
that the distribution of expenses according to the policy pattern at that 
time was somewhat different from that of today. 

The improvement in mortality current at the time, as related to the 
mortality table approved by the Committee of Fifteen, did not long 
remain unrecognized. As early as 1911, the National Association of 
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Insurance Commissioners invited the Actuarial Society of America to 
investigate current mortality and turn its attention to the construction 
of new mortality tables covering the general experience of the companies 
among normal lives. The American Institute of Actuaries was subse- 
quently invited to participate in this project. The acceptance of this 
invitation resulted in the largest undertaking its kind for the collection 
of insurance mortality statistics that had ever taken place, and in the 
publication, in 1918, of the American Men table of mortality, constructed 
according to the best methods then known. The table is now in use by 
a number of insurance companies. But the very organization. which 
promoted its construction failed to recommend it for adoption even as a 
permissive standard of valuation for the United States as a whole. 

The story of the rejection of the American Men table as a standard of 
valuation for ordinary insurance by the National Association of Insur- 
ance Commissioners is a paragraph in its Proceedings that emphasizes 
to a marked degree the conservative attitude of that body. Consideration 
of the table as a standard of valuation did not occur until 1925. Placed 
before the Association by a committee of competent state and other 
actuaries, with recommendations for its adoption as a permissive valua- 
tion standard, it was rejected on the basis of a memorandum by the 
actuary of the Massachusetts Insurance Department, written in the light 
of the experience of the companies during the influenza epidemic of 1918 
and World War I. Rejected on the ground that it was probably “unsafe,” 
it stands as an example to a failure to recognize the functions and 
limitations of the uses of a mortality table in life insurance calculations. 
Reconsideration of the table by the Commissioners as a group never 
occurred. On the other hand, enough states individually repudiated their 
actions in the Association, to the extent of adopting the table, so that 
it has now become generally recognized and may be used in all the states 
of the United States under certain conditions. The use of the American 
Men table in American life insurance may be regarded as the victory 
of a sound project over its opponents by mere weight of its virtues, a 
victory which however, and in my opinion, came many years later than 
the times and experience would have justified. 

Failure of the Commissioners to concur in the recommendation of its 
committee urging adoption of the American Men table, was perhaps 
responsible for much of the criticism of the life insurance business which 
was so rampant in the middle 30’s. Undoubtedly, this criticism was 
largely the cause of the appointment of the committee out of whose 
labors grew the Standard Non-Forfeiture and Valuation laws. The 
address of Insurance Superintendent George A. Bowles, of Virginia, 
before the Association of Superintendents of Insurance of the Provinces 
of Canada, in 1936, in which he expressed the purpose, as president of 
the National Association of Insurance Commissioners, of appointing such 
a committee, is a very illuminating document in that it isolates for 
examination, in forthright language, just what ills and misunderstanding 
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has been generated by failure of the states to keep legislation on this 
subject abreast of changing conditions. It bears re-reading. 

But I have been neglectful in the foregoing discussion. I have avoided 
reference to industrial insurance, group insurance, annuities, and kindred 
kinds of insurance. From an actuarial standpoint, they differ consider- 
ably from the ordinary insurance. Even now, however, I do not propose 
to discuss group insurance particularly, since, as presently conducted, it 
consists largely of term insurance where the element of mortality 
assumptions is relatively unimportant and non-forfeiture benefits do 
not occur at all. When written on permanent plans, the problem is 
akin to that in ordinary insurance. Nor do I propose to discuss the 
matter of annuities, inasmuch as that subject has been covered very 
thoroughly in the Proceedings of this body. I do wish, though, to touch 
upon industrial insurance for a moment to bring the problems of that 
branch of the business in parallel discussion with the problems developed 
in the ordinary branch, which I have already discussed. 

The Committee of Fifteen, in developing model statutes with respect 
to standard provisions, made no special study of industrial insurance. 
In establishing a mortality basis, no differences in mortality experience 
between industrial policyholders and ordinary policyholders were recog- 
nized. As a matter of fact, the model legislation recommending standard 
provisions did not apply to industrial policies. As a result of this, and 
because of previously existing variations, the laws of many states at the 
present time do not differentiate between these branches of insurance in 
establishing specific actuarial bases. It is well recognized, however, that 
industrial insurance experience and ordinary insurance experience have 
little in common. This has been perceived by a number of states, in 
which the Commissioners have been permitted by statute to vary stand- 
ards of mortality and interest for valuation purposes in the case of 
industrial insurance but without specifying a basis. Hence, even at the 
present time, we have industrial insurance valued on such diverse mor- 
tality bases as the American Experience table, the Standard Industrial 
table of 1907 and the 1941 Standard and Sub-Standard Industrial tables. 

It remained for the State of New York to give practical recognition 
to the legislative discrepancy involved. For a number of years the 
prescribed standard for industrial insurance was the Standard Industrial 
table of 1907. It was not until 1941 that requirements for the use of 
a new mortality table for industrial insurance based on modern experi- 
ence were established. Through the efforts of the Superintendent of 
Insurance of New York at that time, Hon. Louis A. Pink, the 1941 
Standard and Sub-Standard Industrial Mortality tables were developed 
and made mandatory for use with the new policies of companies oper- 
ating in his state. It is the 1941 Standard table, so developed, that is 
prescribed for use by all industrial companies under the Standard 
Non-Forfeiture and Valuation Laws. 

When Superintendent Bowles made his momentous talk before the 
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Canadian Superintendents in 1936, the business was being operated 
under laws which permitted the use of mortality tables, in several 
different branches of the business, which were not representative of 
current mortality and by wide margins. Similarly, the laws made 
provisions for non-forfeiture benefits according to a formula which had 
been established some thirty years before and which was unrealistic so 
far as modern methods of compensating agents and operating the busi- 
ness were concerned. That the companies were able to do reasonable 
justice to all the policyholders and their companies under such a situation 
is a tribute of no mean proportions to the actuarial profession, which 
was able to devise contracts meeting legislative requirements and still 
achieving reasonable equity as among the various classes of policyholders. 

It was during the latter part of this thirty-year period, also, that the 
insurance companies began to face their real test as a result of the 
declining rate of interest on investments. For forty years the rate of 
interest at which companies could invest their funds had maintained a 
reasonable degree of stability although, of course, there had been varia- 
tions in the rate. In the middle 30’s, however, the interest rate on new 
investments began to plummet and, when the Commissioners’ committee 
approached its task of considering model legislation for the specifying 
of new mortality tables and a new basis for determining non-forfeiture 
values, it was faced with the third problem of finding some means of 
writing into the legislation some basis for permitting the companies to 
adjust their actuarial bases to changing economic trends. 

Let me, for a moment, discuss the implications of this important 
element. With few exceptions, economists tell us that the rate of interest 
to be derived from securities suitable for the investment of life insurance 
company funds is likely to remain very low for a great many years to 
come. The enormous Government debt, with the tremendous problem of 
debt management involved, the Government controls which are available 
to keep the rate of interest at a low level, the efforts of Government to 
provide cheap money for home financing and other purposes, have and will 
continue to affect this problem. Life insurance companies, as long term 
investors, must recognize this and adjust their operations accordingly. 

In the case of mutual companies, the problem of making adjustments 
under new policies is practically automatic because the companies, in 
setting their premiums and non-forfeiture benefits and reserves, ordinarily 
use as conservative actuarial assumptions as the circumstances will war- 
rant and depend upon the dividend formula to adjust the annual outlay 
of the policyholder to the actual cost of providing the insurance. In 
the case fo non-participating insurance companies, however, provisional 
premiums and non-forfeiture benefits are ordinarily established on the 
basis of actuarial assumptions reflecting the most probable experience 
rather than conservative experience. Elements of conservatism are 
injected through adjustments in the gross premiums. In establishing 
reserves, however, they must not be content with assumptions of probable 
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experience but must use conservative assumptions. It is by these processes 
that the operations of the companies can be coordinated with changing 
economic conditions so far as new business is concerned. The problem 
is considerably different in connection with outstanding policies. 

The new laws recognize these circumstances by permitting different 
bases for the calculation of reserves and non-forfeiture benefits so that 
assumptions of probable experience can be used in the determination of 
the latter and conservative assumptions in the calculation of the former. 
This has the virtue of recognizing the fact that the non-forfeiture benefits 
must be determined and written into the contract at the time that the 
policy is issued but that the reserves may be varied as to standard from 
time to time as economic conditions change and as the circumstances 
warrant, within limitations imposed by the statute and subject to the 
exercise of administrative power by the regulatory authorities. 

These three problems were met in the Standard legislation in the 
following ways. New mortality tables were promulgated, the Commis- 
sioners’ 1941 Standard Ordinary Mortality table, colloquially known as 
the CSO table, for ordinary insurance and the 1941 Standard and Sub- 
Standard Industrial Mortality tables for industrial insurance, with the 
designation of suitable tables for group insurance, annuities and total 
and permanent disability benefits. There was devised a new basis of 
non-forfeiture benefits calculated according to the mortality tables speci- 
fied and according to a formula which recognizes the incidence of expenses 
in companies operating under modern conditions, with margins of such 
nature and size that the initial expense characteristic of modern company 
operation will be refunded to the company in the event of termination 
of the policy at any time, measured according to a yardstick which 
recognizes the level of expense in well managed companies operating at 
somewhat higher than average expenses. The mortality and interest stand- 
ards used for the calculation of non-forfeiture benefits and for reserves 
were divorced so that recognition could be given to the fact that one is 
an a priori calculation made at the time the policy is issued, as a matter 
of establishing the provisions of the contract of insurance, and that the 
other is a balance sheet item indicative of the solvency of the company 
and calculated according to bases conservatively satisfactory for the ful- 
fillment of the company’s contracts of insurance and which, in turn, may 
be subject to variation from time to time as economic conditions dictate. 

We have, therefore, before the Legislatures of the various states, legis- 
lation which was devised by recourse to fundamental principles rather 
than to the usual pattern of writing into the laws the practices of the 
best managed institutions. It is a program of legislation which recog- 
nizes opinion based on a great majority of economic thought as to the 
future of interest rates, but which also recognizes that there is a pos- 
sibility that economic conditions may change in either direction and 
that companies must, as such changes occur, adapt their financial opera- 
tions to those conditions. 
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These laws constitute an important program of uniform legislation 
for all the states, designed by the regulatory authorities with the 
cooperation of the insurance business in the interests of policyholders 
generally, and yet one the benefits of which are not readily apparent to 
the layman. The enactment of these laws will not necessarily result in 
a reduction in the cost of insurance. Economic factors have seen to that. 
It will result, however, in a better distribution of the cost of insurance 
among policyholders of various ages, and insured under various plans 
and whose policies are outstanding at durations. It will facilitate the 
securing by policyholders of terminal values, in the event of termination 
of contracts before their maturity, which represent their rightful shares 
of the company’s assets, as built up out of their contributions. The 
success of this program will insure, for the time being at least, a 
guarantee to the policyholders of the companies that their contracts are 
based on the latest available statistical information. The companies will 
no longer be in the position of explaining to their policyholders that 
they are giving them a reasonably square deal in spite of the fact that 
they are required by statute to use outmoded actuarial bases in develop- 
ing their contracts. 

This program of legislation is, by and large, non-controversial. It was 
adopted by the National Association of Insurance Commissioners with- 
out dissenting vote. It has received the support of the Life Insurance 
Association of America and the American Life Convention, representing 
the insurance industry as a whole. In the three years that it has been 
before the states for adoption, no policyholder’s voice has been raised in 
serious criticism of its principles. Such difficulties as have arisen in the 
Legislatures of certain states, where the legislation was presented unsuc- 
cessfully, seem to have come about through a misunderstanding of the 
purposes of the legislation and because it may require a few companies 
here and there to grant somewhat larger benefits to policyholders on 
early termination of their policies than they have heretofore granted. 
The legislation is no cure against extravagance or mismanagement. 
No legislation is capable of injecting good management in any organi- 
zation. However, by reason of the way in which it is written, such 
elements should be reflected in competitive disadvantages, a strong 
influence toward their correction. 

From a legislative standpoint, this program has been unusually suc- 
cessful. In a paper which I prepared for the Journal of this Association 
in 1944, I recited the names of the states which had, up to that date, 
adopted this legislation. These states were Maine, New Hampshire, 
Massachusetts, New Jersey, Delaware, Maryland, Indiana, Illinois, 
Michigan, Nebraska, New Mexico, California, Missouri, Wisconsin, Vir- 
ginia and Kentucky. Since that date Pennsylvania, Tennessee, West 
Virginia, Montana, Oregon and Vermont have adopted the legislation 
on a basis mandatory in 1948. North Carolina has adopted the legisla- 
tion on a besis mandatory in 1950. Accordingly, the laws have been 
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adopted with only minor amendments in twenty-three states. Connecticut 
and Colorado have enacted legislation which will permit companies to 
operate under its principles and the laws of nine states already permit 
adoption of these principles without amendment to their statutes. 

As a result, the principles of this legislation may now be embraced by 
companies operating in thirty-four states, which contain 68% of the 
population of the United States. In most states, where enacted in 
accordance with the recommendation of the National Association of 
Insurance Commissioners, the provisions of the statutes become manda- 
tory on January 1, 1948. Every state Legislature meets between January 
1, 1946, and January 1, 1948, and vigorous efforts will be made to secure 
enactment of these statutes in all the states where legislation is necessary. 
I am optimistic that this effort will be successful. 

The National Association of Insurance Commissioners, during its 
seventy-five years of existence, has approved many model bills. Inasmuch 
as the Association is advisory only and has no authority over the actions 
of any individual Commissioner through whom any such model legisla- 
tion is recommended to the individual state Legislatures, coupled with 
the fact that the average term of an Insurance Commissioner in the 
United States is less than three years, and that new Commissioners are 
ordinarily thrown into the midst of new legislative problems before they 
have had an opportunity to become familiar with the purpose and intent 
of the legislative program previously agreed upon, it is evident that 
considerable cooperative effort must be had in order to make country- 
wide enactment of model legislation a success. In few cases, however, 
has the need for universal enactment of a model law, promulgated by 
the Association, been as urgent from the standpoint of achieving uni- 
formity as in this particular case where considerable embarrassment to 
the industry might result if the effort should be unsuccessful. In this 
effort, however, the authorities have the assistance of the industry as 
represented by the various life company organizations. 

Lack of success in securing universal enactment of these statutes would 
leave open these alternatives to the companies. (1) Companies might 
attempt to devise a form of policy which will meet the requirements of 
the conflicting state laws, but which would set non-forfeiture benefits at 
such a high level that the lapsing policyholder might take with him 
more than his fair share of the company’s assets, with consequent 
imposition upon continuing policyholders. (2) Companies might under- 
take to issue two series of policies, the new series in the states where 
legislation had been enacted and a different series in states whose laws 
prohibit the adoption of the principles of the model legislation, a situa- 
tion which would add something to the cost of insurance generally 
because of the increased expense upon the companies and make it difficult 
for a company to solve the problem of equity as it affects the benefits to 
both classes. (3) Companies might find it necessary to establish their 
reserves at levels which would meet the conflicting requirements of the 
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various states, which provide maxima at different points in the policy 
pattern, so that they would find themselves transferring from surplus to 
reserves amounts which were unnecessarily large, with a consequent 
reduction in dividends with respect to all their policies. These difficulties 
might be sufficiently great to encourage some companies to operate only 
in states which had enacted the Standard law, or which had not enacted 
such laws. If this course were followed, such a circumstance might be 
pointed to as a serious interference with the free flow of interstate com- 
merce. It is a course of action which I expect to be unnecessary and, 
even if some states should fail to pass appropriate legislation, I would 
expect one of the other courses to be followed by the companies affected. 
Life insurance is a business of national scope. As I have previously 
indicated, its supervision should be geared to the national picture and 
involve such compromises between local interest and national interest as 
the need indicates. The states, themselves, will recognize that as they 
continue to exercise their authority to supervise the insurance business 
under the authority left to them by the Congress of the United States 
and inherent in the sovereignty of the states. That they adopt a broad 
view in the exercise of their legislative and administrative prerogatives 
is consistent with the existing statutes. The enactment of these laws 
in a uniform way country-wide is, in my opinion, one of the best 
demonstrations that the states could give at the present time, that they 
are adopting this view, a view which in no way involves compromise 
with state supervision because it is a program developed by the states, 
acting in concert in the interests of their policyholders generally. 
This, of course, is not the only program with reference to which the 
adoption of that viewpoint by the states is desirable. The enactment of 
Public Law 15 has placed other responsibilities upon them. The National 
Association of Insurance Commissioners is at present considering model 
rating laws applicable to other lines of insurance for enactment in the 
various states. They have other problems growing out of the Supreme 
Court’s decision and the impact of Public Law 15. You are to hear 
more on this subject this morning. I am confident that the states will 
not lose the opportunity for a demonstration of cooperation, breadth of 
vision, and accumulated wisdom of seventy-five years of state supervi- 
sion which the solution of these problems offers to them at this time. 
The enactment of the Standard Non-Forfeiture and Valuation Laws as 
a means of smoothing out insurance transactions among the states will 
constitute an example of interstate cooperation applicable to other situa- 
tions. In adopting this program the states are legislating in keeping with 
economic developments, they are regulating the business in a safe and 
sane manner in the interests of all policyholders with due consideration 
of the problems of the other states and, above all, they are placing in their 
laws provisions whose uniformity will operate in the direction of the 
widest possible distribution of the benefits of life insurance to the people 
of the Umited States under the conditions of free and open competition. 








DISCUSSION 


By Henry 4. Jackson, Vice-President and Actuary 
National Life Insurance Company of Vermont 


(Discussion of ‘‘ Developments in Standard Non-Forfeiture and 
Valuation Legislation’’ by Alfred N. Guertin) 


“One touch of malice makes the whole world grin.” Thus might a 
bewildered Alice have misquoted to the austere Caterpillar. Unfortu- 
nately, even this corrupt version of the text makes too much sense, 
especially when for the whole world we substitute a closely-knit group 
of auditors who have just been listening to the learned production of a 
guest speaker, and when the touch is injected, at the speaker’s expense, 
by someone who has been inveigled into presenting a presumably illumi- 
nating discussion. “And the moral of that is” (as the Duchess would 
gleefully explain)—Most of us can bear with exemplary equanimity the 
misfortunes of others, even of our very good friends. I should like, 
therefore, to amuse you for the next few minutes by tearing to pieces 
Mr. Guertins excellent address, pointing out that his exposition of facts 
is sadly at fault and that his best points are pointless. 

I should like very much to entertain you in this way. To my great 
regret, however, it is impossible for me to do so, because I agree so 
heartily with what he has to say and can take no exception to anything 
in his manner of saying it. Since, therefore, I can introduce no amusingly 
malicious touches at Mr. Guertin’s expense and certainly can hardly pose 
as a greater authority than himself on the legislation which has come 
quite familiarly to bear his name, my discussion must treat in very broad 
terms the issues now at stake. As a result, it is very likely that, when 
I have finished, some among you will wonder whether I have been dis- 
cussing the paper just read, or the paper about to be read, or some paper 
written fifty years ago, or some paper to be written fifty years hence. 

Perhaps it was Charles Lamb who suggested that the best thing to do 
when a new book is published is to read an old one. That precept has been 
rendered impracticable in our modern age, since even if one could find 
enough old books to go around in competition with the thousands and 
thousands annually published in this country, although we have been 
instructed “How to Live on Twenty-four Hours a Day,” no one has 
yet told us how to read consecutively for twenty-four hours a day 
throughout thé year—and, even then, think of the thousands of books 
that would be left over. It might not, however, be a bad idea, nor 
entirely impracticable, whenever a new actuarial paper is presented to 
read both that and an old one too. If, then, this morning I bore you 
with quotations from old actuaries instead of recapitulating the paper 
before you, it is merely because that paper is before you with its clear 
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presentation of some of the problems of the past and its sound exposi- 
tion of the present emergency. 

Before going back to old papers, it is but fair that I should indicate 
why I am unable to take exception to the statements made in Mr. 
Guertin’s address. In the first place, I hope you noticed the high 
compliment paid by him to the ingenuity exhibited by company actuaries 
in maintaining equity in a somewhat difficult situation. Who am I to 
ask that this expression be deleted from your Journal? It is his opinion 
that an early uniform recognition of the American Men Table would 
have been highly desirable. Probably no living actuary thinks otherwise. 
He suggests that there is considerable urgency confronting the Commis- 
sioners and the states in relation to the adoption of the standard legis- 
lation particularly under discussion. On that point I shall have some- 
thing further to say a little later. He is convinced that it is high time 
to have reserves and non-forfeiture values definitely divorced. On this 
point I might insinuate just a touch of malice, but not at his expense. 
I doubt whether the two have ever lived in holy wedlock. To me it 
appears to have been, instead, an adulterous union. 

Obviously, the problem of adequate and equitable supervision of the 

.complex business of life insurance is anything but a new problem. It was 
old even when Elizur Wright became a Commissioner of the Massachu- 
setts Department in the 1850’s, and no one ever demonstrated better 
than he how inadequately and how inequitably it had been solved up to 
that time. A re-reading of his brilliant and eloquent reports to the 
legislative bodies of Massachusetts for the years 1859 through 1865 would 
be not at all a waste of time either for the University Teachers of 
Insurance or for the actuaries, in the United States or in other enlight- 
ened countries where life insurance is part and parcel of the economic 
structure. Here you would find more than one touch of malice intro- 
duced for your delectation. You would not have to go beyond these 
reports to be persuaded that the Commissioner’s lot is not a happy one. 
}oe he is concerned not merely with life insurance as conducted in his 
state but with life insurance as conducted throughout the world. And 
even in his own state he is not the final authority on life insurance. 
He is perhaps helped, perhaps trammeled, by old rulings and depart- 
mental traditions. He is perhaps helped, perhaps trammeled, by existing 
statutes. These he has no power personally to bring up to date. Even 
if he can persuade the law-making bodies of the reforms necessary, 
resulting legislation, if any, may be very different from that which he 
proposed. And even good insurance legislation may fail to win the 
approval of some executive whose veto may obstruct for years the 
passage of soundly conceived and wholesomely expressed legislative acts. 
It was, I think, little noted nor long remembered that Wright in 1865 
had something very cogent to say to all the Insurance Commissioners, 
all the state legislatures, and all the governors in the United States. 
Here are some of his words pertinent to the present occasion. After 
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remarking on the absolute necessity of some such supervision as that 
exercised in Massachusetts, he proceeds: 


“Tt is but the exercise of a State right of self-defence. Yet if 
the legislation of Massachusetts were copied in every State, 
life insurance companies would either be confined to too narrow 
limits, or would be embarrassed with a vast amount of needless 
labor and expense. Inasmuch as insurance is a general interest, 
and every insurance institution should be secured as much as 
possible against the adverse operation of local causes, it is 
difficult for us to perceive why the supervision of all insur- 
ance companies of every sort, intended to operate beyond the 
limit of State lines, should not be a function of the general 
government. Life insurance, particularly, depends upon a thor- 
ough knowledge of climatic influences, the statistics of various 
occupations and general mortuary experience. There seems to 
be no less reason for regulating it by a national bureau, than 
for taking the census, or encouraging agriculture or invention 
by one. Simplicity and economy alone seem to require it.” 


It seems fair to assume that Wright would have welcomed whole- 
heartedly as a substitute for his suggested procedure unanimous action 
through a national association of Insurance Commissioners to bring 
about the same desirable end. Co-operative state regulation should 
prove equally satisfactory if it could be made truly co-operative and 
could bring about essential uniformity. 

To go ba@k now a mere fifty years instead of eighty, we find that 
Sheppard Homans, in a paper which must have been written in 1896 
since it was presented in London before the Institute of Actuaries on 
Washington’s Birthday, 1897 (J. I. A., XX XIII, pp. 320-335), had a 
great deal to say about the shortcomings of State supervision as then 
administered in this country. The President of the Institute called 
attention to the fact that this paper, “On Governmental Regulation of 
Life Insurance in the United States of America,” was not its author’s 
first contribution to that scientific body. Thirty-three years earlier he 
had presented another of the highest importance entitled “Equitable 
Distribution of Surplus.” That is, Mr. Homans was no starry-eyed 
young enthusiast but a veteran in the actuarial profession who had had 
vast experience in the things of which he spoke when in this later 
notable contribution he made an eloquent plea for uniformity in the 
regulation of so important an institution as life insurance. He felt that 
this could come only throu Federal regulation which could not, he 
thought, be deferred for any great length of time, summing up his 
conclusions in these words: “We have great confidence that, ultimately, 
the good sense and practical wisdom of the American people will compel 
a right settlement, despite the opposition which must be expected from 
those who are influenced by prejudice or by self-interest.” 

















DISCUSSION 19 

It does seem clear to me, as it does to Mr. Guertin, that adequate 
insurance laws and equitable insurance laws are not enough. The best 
interests of all concerned require consistent insurance laws in ail the 
states—that is, the interests of the insuring public can be properly 
served in this nationally conducted industry for the benefit of the wi. .le 
nation only through reasonable uniformity of insurance laws. 

It is greatly to the credit of the National Association of Insurance 
Commissioners that for many years they have recognized the desirability 
of greater uniformity and have now gone at the introduction of standard 
valuation and non-forfeiture legislation in so painstaking, fact-finding, 
and concerted a manner. For their own sakes I am happy to remember 
that they did this without dreaming of the possible action of the Supreme 
Court in the memorable decision of June 5, 1944. Obviously, however, 
that decision, without any reference to the provisions of Public Law 15, 
does lend an urgency to reasonable uniformity of legislation which not 
many of our state legislators had previously had vision enough to perceive. 

Indeed, if I may compare little things with great, the urgency here 
imposed upon the states is in a tiny way parallel to the urgency imposed 
upon the nations when the atomic bomb descended upon Hiroshima. 
Before that time it appeared desirable that the united nations of the 
earth should somehow or other find the means of living peacefully 
together once World War II should be victoriously concluded. Now it 
has become manifestly imperative, if the human race is not to be blotted 
out from the face of the earth. And in order that this rambling discus- 
sion of mine may have in it one bright spot for some of you, please let me 
recommend that you invest one dollar in Norman Cousins’ tiny but 
truly memorable book, a mere pamphlet in size but a vast tome in 
content, “Modern Man Is Obsolete.” 

Who can disagree with Mr. Guertin that outstanding among the 
regulations requiring equity, adequacy, and uniformity are those relating 
to a standard of valuation and a standard of non-forfeiture benefits? 
Certainly not I on this occasion, since in an address before you in 1938 
I attempted to demonstrate how silly it is to hitch up the options guar- 
anteed to a withdrawing policyholder with some fraction of the total 
reserves which a company is carrying as a guarantee of the fulfillment 
of all outstanding contracts in that particular class, The idea of indi- 
vidual reserves on insurance contracts is patently ridiculous. It is a 
very fine feature of the proposed legislation to have such guaranteed 
surrender values as are written into a contract prescribed without any 
reference to the reserve valuation basis, just as it is a very fine feature 
of the proposed legislation to base all assumptions on realistic mortality 
and interest foundations. 

In this connection perhaps a brief digression may be permissible. 
It constitutes a tiny foot-note to insurance history which, familiar 
though it may be to many of you, may deserve a place in the printed 
recotd. It was essential that Wright should set up as a test of solvency 
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a perfectly definite valuation basis. The conditions of his time and the 
assumptions he chose gave entire validity to the net level premium 
standard prescribed. When he proposed the next step of requiring 
minimum non-forfeiture values, he chose the reserve basis, already 
prescribed and recognized, as the simplest thing, indeed the only recog- 
nizable thing, at his disposal to employ as a measure (through adapta- 
tions which he scrupulously attempted to make both fair and reasonable). 
It was his firm conviction that once the indispensable nature of life 
insurance was properly recognized by the American public, acquisition 
costs for new policies were bound to become negligible, since applicants 
would seek insurance protection with something of the eagerness with 
which housewives today try to obtain a pound of butter. Probably most 
of us in the insurance business agree that Elizur was right as to the 
indispensableness of insurance protection. Life insurance salesmen can 
tell us that he was wrong in expecting from future insurance prospects 
a clear vision of their true needs, a deep devotion to the interests of 
their dependents, and a spontaneous sacrifice of perhaps trivial but 
certainly pressing immediate desires in favor of important but seemingly 
somewhat remote wants. 

But to return to our mutton which, after all, is current insurance 
legislation rather than foot-notes to history. I should have been glad 
if in one particular the foundation of the model legislation had been 
made even more elastic. On limited payment contracts and contracts 
going into any sort of paid-up insurance I should like to introduce an 
interest differential at the point where premium payments cease. 
Broadly speaking, a premium-paying contract, particularly if the pre- 
mium has been designed on a participating basis, need give the company 
of issue no concern so long as premium payments are maintained. These 
premiums afford the insurer some protection in more than one direction, 
so that an unforeseen shift in one factor alone, such as interest, mor- 
tality, or expense, is most unlikely to keep the contract from being 
self-sustaining. But when these safeguards are removed through the 
discontinuance of premium payments, circumstances are thereby so 
abruptly altered that an additional factor of safety by means of a lower 
interest assumption on the paid-up contract seems to me highly desirable 
if not absolutely necessary. 

Whether or not this particular improvement, as I regard it, should 
ever become part of standard legislation, it is inevitable that any 
legislation relating to life insurance, even should it become uniform 
throughout the United States and no matter how carefully it has been 
originally framed, must in actual operation reveal the possibility and 
eventually the necessity of amendments and improvements. Therefore, 
even if we take the most hopeful possible view of the legislation now 
under discussion and assume that in substantially the recommended 
form it will be adopted and recognized as applicable in every one of the 
forty-nine jurisdictions, desirable uniformity in the years to come will 
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require continued co-operation throughout all the states, to the end that 
these necessary amendments may likewise be essentially uniform both 
in effect and in time. 

Furthermore, it will be obvious to you that mere uniformity in legis- 
lation is not enough. Departmental interpretation and administration 
must likewise be uniform within practicable limits if that vast body of 
insured lives in America is to get the utmost possible protection in the 
best possible form for every dollar’s worth of premium. This is as much 
as to say that there is placed upon the co-operative body of Insurance 
Commissioners a heavy burden to maintain such high standards of alert- 
ness, awareness, integrity, and foresight as in the past no group so con- 
stituted has come anywhere near measuring up to. Do you wonder that I 
stated in the beginning that the Commissioner’s lot is not a happy one? 

In the legislation under discussion, any reference to the taxation of 
life insurance companies has been quite properly ignored. It was not 
within the scope of the special committee studying the particular prob- 
lems and proposing the particular solutions that are now before you. 
But it is not at all beyond the scope of the proper functions of the states 
if the desirable end proposed is to be attained. As a native Vermonter 
I was a little bit amusgd and a little bit chagrined to find that an 
eminent British actuary in discussing Mr. Homans’ paper of a half- 
century ago had taken the trouble to assemble a few of the glaring 
incongruities then so discernible in the operation of state regulation of 
life insurance and had singled out Vermont for individual mention. 
He is reported as saying that “in Vermont there was a very curious 
provision to the effect that the State’s own companies must pay an 
additional tax of 1 per-cent annually on the surplus above the necessary 
reserve computed at 4 per-cent. That was actually a condition operating 
against their own companies, and protective in favour of the outside 
companies.” It gives me the utmost satisfaction to know that although 
this same very curious provision, in modified form, still exists in Ver- 
mont, a well-qualified committee is even now reviewing the whole 
question, and to an actuary it seems self-evident that a judicious review 
must result in a complete reform. In Canada, I believe, the provinces 
have, at least temporarily, relinquished their right to assess premium 
taxes where the company is conducting business throughout the 
Dominion, with the result that uniformity of taxation is today a part 
of the insurance picture in Canada. Certainly in this country essential 
uniformity in taxation should be established either through state 
co-operation or some special arrangement with the Federal government. 
It is manifestly unfair that you should pay more than the reasonable 
cost of your insurance because your insuring company happens to be 
doing business in Oklahoma, just as it is unfair that applicants who get 
no protection against early suicide in their states should pay extra so 
that some beneficiary in Missouri may collect on an early suicide claim. 

These random examples of vexatious departures from essential uni- 
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formity might be very tediously extended by means of a long discussion, 
for instance, of departmental rulings concerning aviation exclusion 
riders and the provisions of war clauses. The bare mention of such 
matters will serve to indicate that we were a long way from reasonable 
uniformity in legislation and in supervision when the S. E. U. A. case 
was decided by the Supreme Court. The urgency of the need of such 
uniformity must surely now be brought home to our business and 
bosoms. Satisfactory results can still be attained and attained in time, 
bat only through greater co-operative effort and greater wisdom in that 
effort than the separate states in such matters have in the past been 
wont to display. 

As a by-product of the proposed legislation, it is particularly delightful 
to remember how admirably one of the implements essential to the 
whole undertaking has been provided through co-operative effort under 
the able committee of which Mr. T. A. Phillips is chairman. It is 
excellent to have rates, reserves, and non-forfeiture values based on 
mortality and interest assumptions that are realistic today. Probably, 
however, nobody outside of an insurance office has the least idea of the 
hugeness of the task of getting out requisite actuarial tables to make 
possible in every office the selection of those basic assumptions which 
will appear in the light of present and probable future conditions most 
suitable to the traditions of that office. In spite of the special obstacles 
presented in wartime, this gigantic task has been pressed forward in a 
way that reflects the utmost credit on those who have conducted this 
co-operative enterprise. In relation to the C. S. O. tables, the tools have 
been provided. It is now for the states, through like intensive co-opera- 
tion, to permit the companies to finish the job. 

With these new tools, and granted uniform permissive legislation, the 
life insurance companies of America should be enabled to depart from 
tradition here and there—however helpful it may have proved in the 
past. They must (presumably) depart from it in relation to more 
conservative and realistic interest assumptions, more modern and realistic 
mortality assumptions. At the same time they are offered an excellent 
chance, so far as new contracts are concerned, to dispense with other 
once useful but, I believe, now needless assumptions. For example, it 
would seem to me advisable to reflect throughout the contract the fact 
that death claims are paid immediately on receipt of due proof of death 
and to employ universally the useful assumption that all premiums may 
be paid on the momently, instead of the annual, basis, with of course 
such broad application of the “continuous” theory as working conditions 
make feasible. It may not be even too much to hope, though it is 
probably too much to expect, that some of the companies which have 
long prided themselves on employing the exacting net level premium 
valuation basis may see fit in the future to adopt a basis more appropriate 
to the actual facts. However, once the non-forfeiture values are defined 
in terms consistent with the facts of life insurance today in respect to 
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acquisition costs, instead of in terms referring to a spurious (or rather, 
I insist, non-existent) individual reserve, conservative managements may 
very likely feel that all necessity for abandoning the net level premium 
valuation basis has been removed. Above all, in establishing a new order 
for life insurance, the companies should see to it that no future guar- 
antees in relation to settlement options shall be permitted at all unless 
they are well within limits which will impose no burden on one group, 
the taxpayers of the community—that is, the premium-paying policy- 
holders—to the undue enrichment of another group who have ceased 
to be taxpayers at all. Life insurance as an institution has no right to 
expect from the states reasonable equity, adequacy, and uniformity 
in legislation and supervision, all based on a sound appraisal of modern 
conditions, unless it too is prepared to give the utmost in equity, 
adequacy, and reasonable uniformity of protection to its tens of millions 
of constituents, who in the most praiseworthy possible way, through 
their own prudence and self-denial, are secking a practical method of 
attaining freedom from fear and want. 

Having already strayed so far beyond the substance (but not, I hope, 
beyond the implications) of Mr. Guertin’s address, I wish now in con- 
clusion to take a larger view. In the gravest crisis of all history, the 
vital question confronted the world: How efficient can the democratic 
process be when a great emergency arises, the greatest which has ever 
threatened mankind thus far? The answer came magnificently, tri- 
umphantly. And one of the good by-products of the war is to be found 
in the very extensive serious literature attempting a thoughtful revalua- 
tion of the democratic way of life. As the representatives of our great 
educational institutions, you may take just pride in remembering the 
masterly work in that field performed by Carl Becker, one of your fellow 
teachers whose lamented death occurred last year before he could see 
achieved the total victory he had so confidently predicted. No keener 
critic, no subtler appraiser, no more eloquent defender of democracy has 
ever written. It does not seem presumptuous to me to feel that some 
of his findings on democracy are applicable to life insurance, since in 
the sense that each life insurance company is a co-operative body with 
benefits justly proportioned to contributions it represents the very 
essence of the democratic idea. A fragmentary bit of his teaching in 
“Modern Democracy,” “How New Will the Better World Be?” and 
the posthumous volume, “Freedom and Responsibility in the American 
Way of Life”—every one of them a book that is worth adding to your 
private library—may be lamely stated somewhat like this: Every 
freedom in the democratic way of life is bounded by the rights of 
others. From time to time some particular freedom appears to be of 
paramount importance. Everything in the complexity of modern civili- 
zation makes it increasingly necessary for the state to restrict or regulate 
certain types of private enterprise or some other prized aspect of personal 
liberty. There may be those who feel that when any such restriction is 
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imposed, democracy has thereby been abrogated. This view our philoso- 
pher-historian can never accept. There is no such thing as complete 
freedom for the individual, since every right carries with it correspond- 
ing responsibility. Yet within the framework of the constitution, itself 
capable of reinterpretation and adaptation through amendment and even 
through unamendment, such reasonable freedom coupled with obligation 
can be enjoyed by men of good will that the best hope of the world today 
appears to lie in the maintenance of the democratic way of life. 

In a democracy, which itself must operate in conformity with the 
highly complicated pattern of world economic conditions, life insurance 
seems to many of us to have become well-nigh a necessity, at least for 
ambitious younger men with dependents dear to them. In that minia- 
ture democracy they too have their freedoms and it is right that these 
freedoms should be guaranteed to them not only by the integrity of the 
insuring companies (Mr. Guertin very properly points out that there 
can be no substitute for integrity), but also by the most sagacious 
supervision which the state itself can impose. Their freedoms likewise 
imply obligations, exactly as their rights of citizenship must do. But 
if their rights are safeguarded by means of adequate, equitable, and 
reasonably uniform supervision, and their obligations as a co-operative 
group of men’ of good will are duly performed, I have little fear that 
the commonwealth of life insurance will fail to perform admirably its 
useful purpose just as long as that larger framework of democracy 
within which it functions shall endure. Surely all those who are toiling 
today toward sounder state legislation relating to standard non-forfeiture 
and valuation problems are thereby forwarding the best interests of all 
these little democracies and of the great democracy in which we live. 

In summing up, I can do no better than to paraphrase the final 
sentence of one of Becker’s precious little books: The chief virtue of 
democracy, and in the long run the sole reason for cherishing it, is that 
with all its defects it still provides the most favorable conditions for the 
maintenance of freedom of thought, which makes the whole dignity of 
man, and for the stimulation of the endeavor to think well, which 
constitutes man’s only morality. “And the moral of that is’—Who 
shall say that life insurance properly conducted and wisely supervised 
does not likewise foster that dignity and that morality? 











DEVELOPMENTS IN STATE LIFE INSURANCE 
LEGISLATION RESULTING FROM 
PUBLIC LAW 15 


By Curve J. Cover, Assistant General Counsel 
The Lincoln National Life Insurance Company 


On a warm spring day in February, 1943, one Dionisio Pulido, an 
Indian resident of the Village of Paricutin, State of Michoacan, Mexico, 
was plowing for corn with his oxen and wooden plow. For Dionisio, 
there was nothing to mark the day in its beginning from the days of 
other springs when the same work was to be done, unless it was the 
presence by his side of his son who within the year had attained a 
sufficient stature to find much excitement in his father’s prosaic work. 
Of a sudden, Dionisio and his son heard a great rumbling within the 
earth, which was soon followed by an awesome eruption of smoke and 
fire at a spot where a minute before the plow had passed. Dionisio, 
being a simple Indian and not given to learning in geology or volcanol- 
ogy, departed the scene in great haste with his son and chattels. As days 
followed days and the cornfield continued to send forth plumes of smoke, 
fire and ash. Dionisio, notwithstanding his childlike trust in his patron 
saint, became resigned to the fact that he was the owner of a volcanic 
mountain, but, alas, not a proud and happy owner as his rustic outlook 
partook not at all of the opportunism of the great Barnum. For Dionisio 
a mountain in a cornfield was an unmitigated loss for which he could 
find no solace, except in the fact that his lot was shared by his neighbors 
for miles around. In due time, the government took cognizance of the 
plight of Dionisio and his neighbors, and though it was unable to 
remove the growing mountain or even to dispute its domain, it resettled 
them in a community removed a safe distance from El Monstruo, or the 
Volcano of Paricutin, as it will ever be known to more sophisticated folks. 

Before a group of insurance teachers, it would be presumptuous were 
I to belabor the comparison between the eruption of Paricutin and the 
juristic volcanic eruption which took place on June 5, 1944, in the form 
of the SEUA decision. Without risking such an offense, it may be 
pointed out that for a century before that historic day, the insurance 
industry had cultivated its fields and vineyards within the familiar 
enclosures of state jurisdiction. True, at various times within the pre- 
ceding seventy-five years the industry had attempted to remove the 
fences of state jurisdiction, and true, there had been in recent years 
distinct juristic ramblings indicating that the old fields and vineyards 
might some day become host to a volcano, but those who guided the 
course of the SEUA litigation were apparently not given to mere signs 
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and omens, especially as their defenses possessed both length and depth 
and were studded with the strong points of Paul v. Virginia,’ Liverpool 
and London Fire and Life Insurance Co. v. Oliver,? Hooper v. Cali- 
fornia,» New York Life Insurance Company v. Cravens,‘ and New 
York Life Insurance Company v. Deer Lodge County.* 

For the next half century legal scholars and writers will enjoy a field 
day arguing this way and that concerning the SEUA decision. Some 
will contend that it reversed Paul v. Virginia and its offsprings, while 
others will contend that under its facts it was a case of first impression 
and, consequently, entirely consistent with the earlier decisions. Those 
with philosophic inclinations will find in the case a nice question in 
juristic theory relative to the effect of an overruling decision—whether 
the law enunciated by the overruling decision always prevailed despite 
earlier erroneous misconception of the law or whether a new law was 
in fact created to supplant the old. 

Whatever scholars in their cubicles might eventually conclude about 
the case was of little interest to the flesh and blood human beings who 
at the critical moment of the decision shouldered responsibilities for the 
insurance industry. To these men the decision presented a fact with 
impingements upon a multitude of situations, not a mere academic 
theory of intriguing fascination. The states, acting through their Insur- 
ance Departments, revolted against the loss of jurisdiction over the 
insurance industry with possible loss of revenue. The insurance indus- 
try—some branches more than others—revolted against the possibility 
of a change from state regulation, which through the years had become 
a known quantity, to Federal regulations, an unknown quantity, or to a 
fusion in some unpredictable fashion of Federal and State regulation. 

The threat of the SEUA decision quickly produced alliances between 
all divisions of the insurance industry and the State Insurance Depart- 
ments. At first there was much more heat than light, but eventually, 
after interminable hearings and meetings, the marvel of give and take 
was produced. At the outset of the deliberations, it was quickly per- 
ceived that the states were powerless to reclaim that which had been 
taken from them by a superior force; that nothing save a reversal of 
the Supreme Court decision or a Constitutional Amendment could 
completely re-establish the situation prevailing before the decision ; that 
either of the latter remedies would require years for accomplishment, 
which was as good as never from the viewpoint of the emergency 
presented; and, finally, that Congress, being the legatee under the 
decision, offered the only hope for prompt relief. How far could Con- 
gress go and how far would Congress go in establishing the original 
condition through its legislative magic were questions much debated in 
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all quarters. These questions were answered, at least in part, by Public 
Law 15, approved March 9, 1945. 

A long and interesting story could be told concerning the evolution 
of Public Law 15, but the limits of this paper do not allow of its telling. 
It may be passingly observed, however, that the law had its origin with 
the State Insurance Commissioners who in its preparation drew heavily 
upon the many divisions of the insurance industry. After the Commis- 
sioners and the industry had reached a compromise agreement upon a 
putative bill, it was necessary to compromise on many points with 
Congressional leaders who it was realized had the power of life or death 
over any bill that might be submitted. The result of this process of 
give and take was Senate Bill 340 and its companion House Bill 1973, 
which were concurrently introduced. The compromising process by 
which the bills were produced did not stop with their introduction, as 
the Senate and House in conference resorted to that process in order 
to reach an agreement in Public Law 15. 

That which has been said thus far may seem like an extended intro- 
duction to the topic of this paper, which, as stated in the program is 
“Developments in State Life Insurance Legislation Resulting from 
Public Law 15.” In justification, it may be said that as yet there has 
been no legislation resulting from the Law and hence the discussion 
must of necessity relate to potential rather than actual legislation. It 
will therefore be apparent that the meaning and purpose of the Law is 
a matter of primary importance, on which subject its background as 
thus far developed may contribute a gleam of light. 

Considering the countless man hours of labor that went into the 
evolution of Public Law 15, one might expect it to be perfection itself, 
but somewhere in its travel it touched the imperfection of its authors 
and this taint, accentuated by its almost unattainable objective, intruded 
into its text many imperfections and impracticabilities. Prefaced by 
these observations, the law will be examined line by line with the object 
of discovering its meaning and with that, the sanction it gives for 
state legislation. 

The first (unnumbered) section of the law is in the nature of a 
preamble with the first sentence reading: 


“The Congress hereby declares that the continued regula- 
tion and taxation by the several states of t' business of 
insurance is in the public interest.” 


Detached from that which follows, this declaration is as impotent as a 
Congressional declaration that the weather in the Arctic Circle is mostly 
cold in January. it does, however, cast a glow of Congressional purpose 
and intent over that which follows. 

What did Congress mean by the expression “continued regulation and 
taxation” in the sentence: “The Congress hereby declares that the 
continued regulation and taxation by the several states of the business 
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of insurance is in the public interest”? Does the expression mean that 
it is in the public interest that the states continue to have jurisdiction 
to regulate and tax the business of insurance both as to existing and 
potential laws? Having in mind the fact that prior to SEUA the states 
were conceived to have sovereign jurisdiction to regulate and tax the busi- 
ness of insurance, it seems reasonable to believe that Congress intended 
to declare that a continuation of such jurisdiction was in the public in- 
terest, subject, of course, to the limitation set out in the law itself and, 
perhaps, as will be considered later, the Commerce Clause. This view 
gains further support from the fact that adjustment, change and facility 
are inherent in the very nature of regulation, which in almost all the 
states has been accomplished through laws and amendments thereof. 
The expression “business of insurance” is used in the quotation under 
consideration as well as in many other places in the law. Does this 
expression embrace the entire fabric of insurance from beginning to end 
or should it be given a more restrictive interpretation? This inquiry is 
suggested by the fact that in Section 2 the expression is enlarged to 
read “the business of insurance and every person engaged therein.” In 
all other places in the law, six in all, the shorter expression “business of 
insurance” is used. In view of the fact that state insurance regulation has 
comprehended everything from the organization to the dissolution of in- 
surers, inclusive of all acts and relations of the insurer with agents, policy- 
holders and other persons, it seems reasonably clear that the expression 
“business of insurance” was intended to have an all-embracive meaning. 
The second sentence of the first section (unnumbered) of the law reads : 


“The Congress hereby declares . . . that silence on the part 
of the Congress shall not be construed to impose any barrier to 
the regulation or taxation of such business by the several states.” 


This is an exceedingly interesting piece of legislation in that its premise— 
silence on the part of Congress—is broken by the law itself. In the inter- 
est of curiosity, if for no other reason, this sentence will be examined. 

When the Supreme Court in the SEUA decision determined that 
insurance as ordinarily conducted across state lines constituted interstate 
commerce, it excised from the states’ exclusive jurisdiction over the 
insurance industry the right to regulate insurance in the area in which 
interstate commerce is involved. But the decisions applying Federal 
legislation under the Commerce Clause had developed the rule that in 
the absence of applicable Federal regulation, states may regulate inter- 
state commerce under their residual police power so long as such regu- 
lations are not unduly burdensome. When the axe fell, the states had a 
complete body of insurance regulations but there was nothing to indicate 
whether or not Congress would proceed to legislate a regulatory program 
of its own for the industry. In this chaotic state of affairs, the silence 
of Congress was deafening, notwithstanding the doctrine alluded to 
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above as its strength rested upon the tacit sanction of Congress, which 
within the time since SEUA, could not be assumed.‘ 

While the sentence in question is meaningful when considered in con- 
nection with the first section solely, it is diffcult to understand its purpose 
when in the very law in which it appears, Congress is vocal on the 
subject of insurance regulation. As will be seen hereinafter, Subsection 
2(a) of the law breaks the silence of Congress relative to insurance 
regulation by providing that the business of insurance shall be subject 
to the laws of the several states, and so it would seem that the sentence 
in question is a redundancy, unless it is intended merely as a stop-gap 
should Subsection 2(a) be held invalid. 

The hub of the law is Subsection 2(a) which reads: 


“The business of insurance, and every person engaged therein, 
shall be subject to the laws of the several states which relate to 
the regulation or taxation of such business.” 


Around this brief subsection the other sections revolve. 

There is nothing obscure in the language of Subsection 2(a) unless it 
be in the word “laws.” Is this word to be interpreted to embrace future 
laws as well as those in existence at the date of enactment? Again, 
reference to the background of Public Law 15 and to the nature of state 
regulation prevailing before the law was enacted is persuasive of the 
belief that existing and potential laws were intended to be embraced by 
the word. This, at any rate, seems to have been the understanding in 
the Senate when Senate Bill 340 was under consideration.’ 

Subsection 2(a) is exceedingly interesting as a legal thing. Its signifi- 
cance will be more clearly perceived if it is recalled that before SEUA 
the states had developed independent, exclusive and all-embracive insur- 
ance laws; that these insurance laws in part applied to intra-state com- 
merce, and, as now conceived, in part to interstate commerce ; that, within 
the latter category, some of the laws would be held on established prin- 
ciples to be proper regulations of interstate commerce while others might 
be held illegal ; and, finally, that SEUA potentially invalidated all state 
laws which burdened interstate commerce illegally. With this as a back- 
ground, consider what was the intended legal effect of Subsection 2(a). 

First of all it should be observed that Congress was enacting a law of 
its own as it had no power to enact laws for the several states. P, i 
jurisdiction over the insurance business insofar as it involved interstate 
commerce, it legislated that such business should be subject to the laws 
of the several states. What is the nature of this legislative act? 
cme s-calied doctrine of silence is variously stated by the Courts. It is based 


upon the ambiguity of Congressional inaction which may be interpreted either as 
an intent to leave the subject unregulated, or as an invitation to the states to 


regulate. When the subject is national in scope, the Court resolves the 
doubt in favor of the first construction. See cases under Commerce, 
U. 8. Supreme Court headings 67 and 68. 
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Is it an adoption by Congress as its very own the existing insurance 
laws of the several states as they may from time to time be amended, 
together with their administrative and regulatory machinery? If so, is 
such a grab-bag law constitutional, having in mind the fact that the 
power to regulate interstate commerce was conferred upon Congress so 
as to protect such commerce from the inevitable confusion, restraint and 
burdens which would be incident to state jurisdiction. If Congress could 
in such a manner constitutionally discharge its obligation with respect 
to the interstate aspect of the insurance business, then by the same token 
it could adopt the laws of the states, or any laws the states might in the 
future enact, relating to the interstate aspect of the business of transpor- 
tation. Or, even more extreme, it could by a blanket law make the states 
its agent to enact laws for it relating to all matters pertaining to inter- 
state commerce. Such an abdication of Congressional power would seem 
abhorrent to the genius of the Federal Constitution. 

Is Subsection 2(a) properly viewed as a delegation of power to the 
states to regulate interstate insurance commerce? On its face it does not 
appear to be a delegation of power, rather it is in the form of an express 
enactment that the laws of the several states regulating or taxing the 
business of insurance shall apply to the business of insurance and every 
person engaged therein. But assuming that the subsection is properly 
construed as a delegation of power, is it as such constitutional? In 
considering this question, it should be recalled that Congress itself is a 
creature of the Constitution and that the Constitution conferred upon 
it cetrain powers and responsibilities, one of which is to regulate inter- 
state commerce. Reasoning from elementary principles, it would seem 
that if there is to be any shift of power and responsibility from the 
national to the state governments, it should be effected through an 
amendment of the Constitution rather than through the fiat of a sub- 
servient creature of that instrument. 

If Subsection 2(a) is properly considered as a delegation of power to 
the states with respect to interstate insurance commerce, the consequences 
with respect to uniformity and the other cardinal purposes of Congres- 
sional control over interstate commerce are virtually the same as those 
described above in relation to its possible construction as an adoption by 
the Federal Government of the insurance laws of the several states. 

One other interpretation of Subsection 2(a) is possible. Congress 
might have reasoned that while it has no power to delegate to the states 
its power to regulate interstate commerce or to adopt for such purpose 
the laws of the states, it was under no compulsion to exercise such 
power, and in the absence of its exercise, states would be free within the 
limit developed in the Supreme Court decisions to legislate on the 
subject. This of course would not be an easy construction of the sub- 
section as it is positive rather than negative in form, but it is a possible 
construction nevertheless. As so construed, the subsection would add 
virtually nothing to the declaration in the preamble as, in the absence 
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of a purpose to adopt state insurance laws, or to delegate power to the 
states to enact them, the words used would carry only an expression of 
Congressional intent not to interfere with state insurance regulation. 
After ostensibly ridding itself of insurance regulation and taxation in 
Subsection 2(a), Congress proceeded in Subsection 2(b) to search its 
conscience by making impotent any acts of Congress which do not 
specifically relate to the business of insurance. This was done with a 
single paragraph reading: 
“No act of Congress shall be construed to invalidate, impair, 
or supersede any law enacted by any State for the purpose of 
regulating the business of insurance, or which imposes a fee or 
tax upon such business, unless such act specifically relates to 
the business of insurance.” 


To this point the meaning of the subsection is clear. It simply neutral- 
ized all Federal statutes, existing and potential, with respect to the 
regulation or taxation of the business of insurance, except those which 
specifically relate to such business. Implicit in this treatment is the fact 
that Congress may at any time, notwithstanding the generosity shown 
by it in the earlier sections, take over the regulation and taxation of 
the interstate insurance business. 

Conceivably the neutralization provisions just considered might have 
application to a dozen or more Federal laws, but the proviso clause that 
follows accords special treatment to the Sherman, Clayton and Federal 
Trade Commission Acts. As to these three acts, it is provided that they 
shall be applicable to the business of insurance after January 1, 1948, 
“to the extent that such business is not regulated by state law.” This 
language should be carefully examined. 

When January 1, 1948, rolls around, it will most assuredly find the 
insurance business “regulated by state law,” as every state now has 
insurance regulatory laws and it can be assumed that, encouraged by 
Public Law 15, such laws will continue to exist in the future. It seems 
quite clear, however, that the mere existence of insurance regulatory 
laws in a state will not save the insurance business within such state 
from the effect of a Federal law enumerated unless there is to be found 
among the state laws a provision which fulfills in all essential particulars 
the objectives of the Federal law. This conclusion follows from the fact 
that the Federal acts enumerated apply to insurance only within their 
narrow scope and purpose and hence the fact that the insurance business 
is otherwise regulated would not be a reason for their neutralization. 
It is concluded, therefore, that any one of the enumerated Federal Acts 
cannot be neutralized except by a state law which specifically covers its 
field of operation. 

A narrower question is presented as to what is meant by the word 
“regulated” in the phrase “to the extent that such business is not regu- 
lated by state law.” If, for instance, a state has a law paralleling, say, 
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the Sherman Law, but has not asserted or enforced such law, would the 
Sherman Law in such case be applicable? Inasmuch as the word “regu- 
lated” throughout the law seems to contemplate merely the existence of 
regulatory laws rather than an active process of regulation, the answer is 
probably in the negative, but this conclusion is by no means indisputable.‘ 

Farther questions are presented by assuming that two companies 
domiciled in different states are guilty of an offense under one of the 
Federal Laws enumerated and that one of the states has a parallel law 
and the other has not. In such an instance, could the Federal Govern- 
ment prosecute under the Federal Law and, if so, would only the Federal 
Law be applicable and would the Federal Government have jurisdiction 
in the state having an adequate law? These questions, involving as they 
do considerations of conflict of laws and Constiteticual construction, 
must await the Supreme Court’s authoritative answerer. 

Perhaps there are other questions latent in the ambiguous 
“to the extent that such business is not regulated by state law” but those 
stated should be adequate to illustrate the difficulties that the language 
presents. In order that the record may be clear, it should be mentioned 
that the ambiguity arose through amendments in Congressional confer- 
ence on Senate Bill 340. 

Section 3 establishes a moratorium until January 1, 1948, in the opera- 
tion of the Sherman, Clayton, Federal Trade Commission and Robinson- 
Patman Acts, except “any agreement to boycott, coerce, or intimidate, 
or act of boycott, coercion or intimidation,” which at all times continue 
illegal under the Sherman Act. The interrelation of this moratorium 
provision with the proviso clause of Subsection 2(b) considered above is 
somewhat involved as will be seen when they are considered together. 

Subsection 2(b) provides that no Federal Law shall be considered 
applicable to the business of insurance unless it “specifically relates to 
the business of insurance.” Recognizing that the Sherman, Clayton and 
Federal Trade Commission Acts do not specifically relate to the business 
of insurance and hence are within the exemption, a proviso was inserted 
to except them from the exemption after January 1, 1948, “to the extent 
that such business is not regulated by state law.” This treatment compels 
the inference that an indefinite moratorium was intended with respect 
to all Federal Laws which do not specifically relate to the business of 
insurance, except the Sherman, Clayton and Federal Trade Commission 
Acta, as to which the moratorium ends January 1, 1948, “to the extent 
that such business is not regulated by state law.” Inasmuch as the 
Robinson-Patman Act was not_ enumerated in the proviso clause, the 
moratorium as to it under this section would continue until Congress in 
express terms made it applicable to the business of insurance. 
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The moratorium provided for in Section 3 expressly refers to the 
Robinson-Patman Act along with the Sherman, Clayton, and Federal 
Trade Commission Acts. The general inference from this section is that 
after January 1, 1948, all four acts will become applicable to the busi- 
ness of insurance. But under Subsection 2(b) this result can be avoided 
in the case of the Sherman, Clayton and Federal Trade Commission 
Acts if the states enact laws properly covering the subjects of such acts. 
This, however, is not true of the Robinson-Patman Act, which it would 
seem becomes applicable without limitation after January 1, 1948. Thus 
is presented an anomaly which was doubtless not intended.* 

Sections 2 and 3 of the law assume that the Sherman, Clayton, Federal 
Trade Commission and the Robinson-Patman Acts apply to the business 
of insurance apart from any relief afforded by the Law itself. The SEUA 
decision was conclusive of this fact insofar as the Sherman Act was con- 
cerned, but until Public Law 15 it was not at all certain that some of the 
sections of the Clayton and Robinson-Patman Acts, which in terms relate 
to commodities, goods, wares or merchandise in interstate commerce, 
should have such a throw. As to the Federal Trade Commission Act, it is 
quite clear that its general language embraces the business of insurance. 

Section 4 excepts from the effect of the law the National Labor Rela- 
tions Act and the Fair Labor Standards Act. These exceptions are in 
recognition of the holding of the Supreme Court in the Polish Alliance 
Case,'* companion of the SEUA case, to the effect that labor controversies 
involving the insurance business may affect interstate commerce. 

Having explored Public Law 15 with some minuteness to discover its 
chinks and crevices wherein state legislation may be implanted, it should 
not be too difficult to project the limits and possibilities of such legislation. 

A clearer conception of the legislative powers of the states under 
Public Law 15 will be afforded if consideration be given to what would 
have been their legislative powers had Public Law 15 never been enacted. 
On such a supposition, the effect of the SEUA decision would remain 
unmitigated and the states’ legislative powers would then be confined 
to the following areas: (1) Legislation relating to the purely intra-state 
aspects of insurance, and (2) Legislation relating to the interstate 
aspects of insurance within the limits permissible under applicable 
Federal statutes and under the decisions of the Supreme Court which 
without Congressional action apply the Commerce Clause to subjects of 
interstate commerce. 

The foregoing analysis of the states’ power to legislate in the absence 
of Public Law 15 is much easier stated than understood. It is simple 
to say that states have the power to legislate concerning the intra-state 

*It might be reasoned that reference to the Act, as amended, in 
Subsection 2(b) is sufficient to embrace the Robinson- Act, the latter Act 


being an amendment of the former act, but this would be an unnatural con- 
struction inasmuch as throughout Public Law 15 the four acts are treated 


ne 32 U. B. 643, 64 8. Ct. 1196, 88 L. Bd. 1500 (1944). 
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aspect of insurance, but it is very difficult to determine where intra-state 
commerce leaves off and interstate commerce begins. Even more difficult 
is it to draw the fine line between that which is permissible and that 
which is not permissible in state legislation relating to interstate com- 
merce. It is clear, for instance, that a state may, within reasonable 
limits, burden interstate commerce, but what are reasonable limits in a 
particular case are very seldom determinable with certainty." 

Implicit in the foregoing statements concerning the powers of the 
states to legislate in the absence of Public Law 15 is the fact that the 
Federal Constitution of itself does not preempt to Congress the exclu- 
sive power to regulate interstate commerce, as it merely provides that 
“Congress shall have power to regulate commerce with foreign nations 
and among the several states and with the Indian tribes.” If Congress 
does not exercise its power, then it is possible for the states to do so 
within the limits defined by the Supreme Court in its application to 
the Commerce Clause, absent Congressional legislation. From this it 
follows that the immediate task of defining the legislative powers of the 
states under Public Law 15 is narrowed to a consideration of the existing 
laws of Congress regulating interstate commerce as such laws have been 
modified or limited by Public Law 15. Of course it goes without saying 
that any state law, whether enacted pursuant to Public Law 15 or 
independent of such law, must be consistent with all provisions of the 
Federal Constitution inclusive of the Commerce Clause."* ’ 

In order to have a conservative basis on which to consider what state 
legislation is possible under the SEUA decision and Public Law 15, it 
will be assumed that Public Law 15 had only the effect of declaring the 
policy of Congress toward insurance and of limiting the scope of existing 
Federal interstate commerce laws in their relation to interstate insurance 
business. This is the minimum construction of Public Law 15 and does 
not complicate the discussion with questions concerning the constitu- 
tionality of a Congressional delegation of power to the states, or of an 
adoption by Congress as its own, the insurance laws of the states. 
As so construed, Public Law 15 relegates the insurance business to the 
status it occupied before SEUA, except for the applicable Federal Stat- 
utes pertaining to interstate commerce, as modified or limited by Public 
Law 15, and except for any residual force of the Commerce Clause sur- 
viving such law. On the basis of this construction of Public Law 15, it 
will now be considered to determine what state legislation it invites. 

11 The question whether intra-state activities have so close and substantial a 
relation to interstate commerce that their control is essential or appropriate to 

rotect the commerce from burdens and obstructions is necessarily one of degree. 
ere can be no exact formula but only a gradual process of iocbealas and 
exclusion. National Labor Board v. Jones & La’ yo Corp., 301 U. 8. 1, 
57 8. Ct. 615, 81 L. Ed. 893; Santa Cruz — <p 7 wy Labor 
Relations Board, 303 U. 8. 453, 58 8S. Ct. 63 & 82 1, Ed 904. 
12 The subject of the power of the Supreme reme Court, absent Congressional legis- 


lation, to apply the Commerce Clause will be considered later in a more appro- 
priate connection. 
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State legislation invited by Public Law 15 falls into two categories: 
Legislation directed toward a preemption by the State of Federal juris- 
diction over the insurance business under the Sherman, Clayton, Federal 
Trade Commission and Robinson-Patman Acts and general regulatory 
and tax laws relative to such business. These categories of legislation 
will be considered in the order of their description. 

The formula provided for in Subsection 2(b) to determine the applica- 
bility of the Sherman, Clayton and Federal Trade Commission Acts after 
January 1, 1948, is “the extent that such business is not regulated by 
state law.” This is a quantitative and qualitative formula which in its 
application is unpredictable. If it is possible for a state through legisla- 
tion to completely parallel the scope and operation of the Federal Laws, 
then after January 1, 1948, only the states’ laws will control the subjects 
covered by the Federal Laws, otherwise the Federal Laws will continue 
in effect in some degree. Thus is presented the question how far a state 
can legislatively cover the fields of the Federal Acts to which Public 
Law 15 relates? Consideration of this question necessitates a review of 
the four Federal Laws. 

The first section of the Sherman Act declares illegal “every contract, 
combination in form of trust or otherwise, or conspiracy, in restraint of 
trade or commerce among the several states, or with foreign nations” 
and imposes punishment by fine or imprisonment, or both, for violation. 
The second section provides that “every person who shall monopolize, or 
attempt to monopolize, or combine or conspire with any other person or 
persons, to monopolize any part of the trade or commerce among the 
several states, or with foreign nations, shall be deemed guilty of a mis- 
demeanor and on conviction thereof, shall be punished,” ete. These 
sections constitute the gist of the Sherman Act, the other five sections 
relating mostly to enforcement procedures. 

A state which duplicates Sections 1 and 2 of the Sherman Act would 
be going as far as possible to fulfill the formula of Subsection 2(b) of 
Public Law 15, but even with such a law in effect the Sherman Law 
might well have some application to the business of insurance, as a state 
because of its limited jurisdiction, is not in a position to give its laws 
the spread that the same laws would have if enacted by Congress. This 
limited effect of state laws against restraint of trade and monopoly 
seem to have been in the background of the SEUA case. 

It may be asked what would be the effect of a state law relating to 
restraint of trade and monopoly which takes a different view of those 
subjects than is taken by the Sherman Law, as for example, were a state 
law to sanction restraint of trade and monopoly within defined limits or 
subject to prescribed state supervision. Would such a statute fulfill the 
formula of Subsection 2(b) of Public Law 15? This question cannot 
be answered with certainty as it involves a construction of the ambiguous 
words “to the extent that such business is not regulated by state law.” 
It seems reasonable to believe, although admittedly there are arguments 
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to the contrary, that such a law would not be regarded as preemptive 
of the Sherman Law inasmuch as it can hardly be assumed that Congress 
intended to allow its laws to be ousted without there being a coextensive 
state law to fulfill their purpose. 

The life insurance business will not take the lead for state legislation 
to supplant the Sherman Act, although it will cooperate with other 
branches of the insurance business in their effort to suggest a sound law. 

Although Public Law 15 consistently treats the Clayton and the 
Robinson-Patman Acts as separate and distinct acts, they may in this 
part be treated as one, inasmuch as the latter is an amendment of the 
former. With this understanding, the pertinent sections and subsections 
of the Clayton Act as amended will be referred to by the number applied 
to them in United States Code Annotated. 

Subsection 13(a) of the Clayton Act," as amended by the Robinson- 
Patman Act, makes it unlawful for any person engaged in interstate 
commerce to discriminate in price between different purchasers of com- 
modities of like grade and quality where such commodities are sold for 
use, consumption, or resale within the jurisdiction of the United States, 
and where the effect of such discrimination may be substantially to lessen 
competition or tend to create a monopoly in any line of commerce, or to 
injure, destroy, or prevent competition with any person who either grants 
or knowingly receives the benefit of such discrimination or with customers 
of either of them. This paraphrase of the section is sufficient to indicate 
how bristling it is with questions and difficulties, but fortunately only a 
few of such questions and difficulties are relevant to this discussion. 

It will be discerned immediately that the crux of Subsection 13(a) is 
discrimination in price of commodities sold in interstate commerce when 
the effect of such discrimination may be substantially to lessen competi- 
tion or tend to create a monopoly. The natural application of such a 
provision is to the sale of commodities at different prices to persons in 
the same business with the design of impeding or ruining the unfavored 
person. It does not fit the situation of direct insurance which is sold to 
individuals not in competition. If it is improper for an insurer to dis- 
criminate in the price of insurance coverage as between purchasers, it is 
not because competition is stifled or monopoly induced, but rather, 
because common morals require that insureds be treated with equality. 
As a matter of fact, discrimination as between individual purchasers 
would tend to induce rather than to lessen competition between insurers. 

Reinsurance presents the only insurance situation to which Subsection 
13(a) may possibly have any application. If reinsurance can be said to 
fall within the definition of a commodity and if its sale in any case 
were effected under circumstances such as to substantially lessen com- 
petition or tend to create a monopoly, a case within the law would be 
presented. Inasmuch as reinsurance is so remote from the sale of direct 
insurance, especially in the case of large insurers which alone would be 


1315 U. 8. C. A., Sec. 18(a), page 186. 
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involved in interstate commerce, and inasmuch as the competition 
between reinsurers is pitched upon considerations other than rates, 
which, being predicated on actuarial considerations, are very similar 
throughout the industry, it is difficult to conceive of a situation to 
which the subsection would have application to that subject. 

Subsection 13(c), added by the Robinson-Patman Act, makes unlawful 
the payment or receipt of anything of value as a commission, brokerage, 
or other compensation, or any allowance or discount in lieu thereof, 
except for services rendered in connection with the sale or purchase of 
goods, wares, or merchandise. It is difficult to place insurance in the 
categories of goods, wares, or merchandise, but assuming such a classi- 
fication to be proper, states in order to avoid the effect of the subsection 
after January 1, 1948, will have to have coextensive laws against dis- 
crimination. Most states have such laws in relation to life insurance, but 
these may have to be reviewed to determine their adequacy. 

Subsections 13(d) and 13(e), which were added by the Robinson- 
Patman Act, are clearly inapplicable to insurance situations. 

Section 13(a)'*, added by the Robinson-Patman Act, comes pretty 
close in nature to the discrimination and rebate laws common in life 
insurance laws. It makes it unlawful for any person engaged in inter- 
state commerce to be a party to, or assist in, any transaction of sale, or 
contract to sell, which discriminates to his knowledge against competi- 
tors of the purchaser, in that, any discount, rebate, allowance, or adver- 
tising service charge is granted to the purchaser over and above any 
discount, rebate, allowance, or advertising service charge available at 
the time of such transaction to such competitor in respect of a sale of 
goods of like grade, quality and quantity; to sell, or contract to sell, 
goods in any part of the United States at prices lower than those 
exacted elsewhere in the United States for the purpose of destroying 
competition or eliminating @%ompetitor ; or, to sell, or contract to sell, 
goods at unreasonably low prices for the purpose of destroying competi- 
tion or eliminating a competitor. The first part of this section, which 
relates to the granting of rebates to a purchaser which is not granted to 
competitors of the purchaser, could have no application to the sale of 
insurance directly to individuals as such purchasers are in no sense in 
competition, but it might conceivably apply to reinsurance situations 
provided, of course, the expression “sale of goods” is capable of being 
extended to an intangible such as reinsurance. The conditions enumer- 
ated, when considered in connection with existing reinsurance methods 
and practices, makes academic the statute’s application to that subject. 
The provision prohibiting the sale of goods in one part of the United 
States at a price lower than in other parts of the United States for the 
purposes of destroying competition or eliminating a competitor and the 
provision prohibiting the sale of goods at unreasonably low prices for 


the purposes of destroying competition or eliminating a competitor could 


14 Not to be confused with Subsection 13(a), earlier considered. 
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be applied to reinsurance and to the direct sale of life insurance, provided 
the word “goods” is embracive of an intangible such as insurance. 
Granting the possibility of such a construction of the word, life insurers 
would be but little exposed to the provisions, as premium rates whether 
for direct insurance or reinsurance do not admit of much variation. 

Section 18 of the Clayton Act provides that no corporation engaged 
in commerce shall acquire, directly or indirectly, the whole or any part 
of the stock or other share capital of another corporation engaged also 
in commerce, where the effect of such acquisition may be to substantially 
lessen competition between the corporation whose stock is so acquired 
and the corporation making the acquisition, or to restrain such commerce 
in any section or community, or tend to create a monopoly of any line 
of commerce. In another part of the section, a comparable prohibition 
is made relative to the acquisition of the stock of two or more corpora- 
tions. These provisions are limited by a subsequent provision to the 
effect that they shall not apply to a corporation purchasing stock solely 
for investment and not using same by voting or otherwise to bring 
about, or in attempting to bring about, the substantial lessening of 
competition. This section seems clearly to include insurance companies, 
and hence states, in order to preempt to themselves its field of operation, 
will have to enact parallel laws. 

Section 19 of the Clayton Act provides that no person at the same 
time shall be a director in any two or more corporations, any one of 
which has capital, surplus, and undivided profits aggregating more than 
$1,000,000, engaged in whole or in part in commerce, if such corpora- 
tions are or shall have been theretofore, by virtue of their business and 
location of operation, competitors, so that the elimination of competition 
by agreement between them would constitute a violation of any of the 
provisions of any of the antitrust laws. Jnsurance corporations would 
be subject to this provision, and therefore state legislation under Public 
Law 15 is called for in order to recapture the subject regulated for 
state jurisdiction. 

The Federal Trade Commission Act, which has as its principal func- 
tion the suppression of unfair methods of competition in commerce and 
unfair or deceptive acts or practices in commerce through the action of 
a commission in issuing cease and desist orders, presents the greatest 
legislative problem to the states under Public Law 15. The principal 
difficulty arises from the fact that the law merely creates a commission, 
gives its duties, and powers to fulfill its duties. Everything else about 
the law rests in the administrative acts and functioning of the Com- 
mission. The Board’s power and function is unfettered by state bound- 
aries as, of course, could not be true of a state commission of like kind. 

As a necessary adjunct of its power and function, the Commission has 
the power to investigate the business and affairs of corporations, to 
require them to submit annual or special reports, to examine books and 
records of corporations under investigation, and to call and examine 
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witnesses. Information so procured may be published by the Commission 
to the extent it deems such information expedient in the public interest. 
To encourage persons to cooperate with the Commission in all its func- 
tions, the law contains very persuasive penalties for failure to cooperate 
as well as for acts of evasion or resistance. 

Quite obviously a state cannot for want of jurisdiction completely 
parallel the Federal Trade Commission Act, but within the formula 
prescribed by Public Law 15 it can to some extent regulate the business 
of insurance with the purpose of suppressing unfair methods of competi- 
tion and unfair and deceptive acts and practices. Whether such regula- 
tion is worked out through the usual channels of the Insurance Depart- 
ment or through a new instrumentality of the state would seem to be 
of little moment insofar as Public Law 15 is concerned. However the 
legislation is formulated, it will of itself be impotent to stop the inter- 
vention of the Federal Trade Commission, unless in its administration, 
abuses are anticipated and eliminated which, apart from the state legis- 
lation, the Federal Trade Commission could challenge. 

At the moment opinions are diverse in life insurance circles relative 
to the subject of state legislation within the field of the Federal Trade 
Commission Act. Some feel that legislation should be enacted which 
will go as far as possible to preempt the field to state control while 
others take a laissez faire attitude, either because of despair of the power 
of the states to enact completely adequate legislation or because of « 
conviction that the Federal Government will not, in the face of the 
Congressional declaration concerning insurance, attempt to intrude the 
act upon the business of insurance. 

Review of possible state legislation under Public Law 15 has thus far 
had to do with legislation invited by the fact that under such law the 
Sherman, Clayton, Federal Trade Commission and Robinson-Patman 
Acts will again become applicable after January 1, 1948, except (in the 
case of the first three of these laws) to the extent that the insurance 
business is regulated by state law. In addition to this type of legislation 
is tax and regulatory legislation having no relation to the subjects dealt 
with in the Federal Acts enumerated. These latter types of legislation 
will now be considered collectively. 

Taken literally, Public Law 15 confers unlimited power upon the 
states to tax and regulate the business of insurance, and the effect of 
any Federal laws upon such business is entirely removed by it except 
within limited areas of the four laws enumerated. The question whether 
the states have unlimited power to tax and regulate the business of 
insurance is presently involved in Court proceedings now pending before 
the Supreme Court of the United States and before the higher courts 
of the various states, involving tax and regulatory statutes alleged to 


be discriminatory against foreign insurers."* 


15 The following cases have upheld premium tax statutes imposed only ~ ee 
foreign insurers: Prudential Insurance Co. of Am. v. Murphy (Benjamin), 35 














40 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


If Public Law 15 as it operates in the grea immediately under con- 
sideration is eventually construed to be a mere declaration of Congres- 
sional intent that, for the time being at least, the business of insurance 
shall be subject to taxation and regulation by the states, then the ques- 
tions posed above will depend upon whether the Commerce Clause 
standing alone, without Congressional action, is efficacious in the hands 
of the Supreme Court to protect interstate commerce against burdens 
imposed by the states. With Congress withdrawn, nothing would remain 
te restrain the states in their legislative conduct unless the Supreme 
Court through its judgments in cases presented to it is able to evoke the 
Commerce Clause. Again, if Public Law 15 is eventually construed to be 
a delegation of power to the states to tax and regulate the business of 
insurance, or an adoption by Congress of the states’ tax and regulation 
laws relating to such business, the question would yet remain whether 
the Commerce Clause imposes a limitation upon such power to delegate 
or adopt, that is, whether the state tax and regulatory laws would have 
to avoid improper restraints and burdens upon interstate commerce in 
order to fulfill the residual force of the Commerce Clause. Thus it will 
be seen that however Public Law 15 may be eventually construed, the 
question as to the effect of the Commerce Clause standing alone without 
Congressional action will be the ultimate one for decision. 

The ancient and recent decisions of the Supreme Court support the 
view that the Commerce Clause, standing alone without Congressional 
action, is effective in the hands of the Supreme Court to protect inter- 
state commerce against encumbering state taxes or regulations. Speaking 
recently on this point in the case of Southern Pacific Company v. 
State of Arizona,’* Chief Justice Stone stated: 


“For a hundred years it has been accepted constitutional 
doctrine that the commerce clause, without the aid of Congres- 
sional legislation, thus affords some protection from State 
legislation inimical to the national commerce, and that in such 
cases, where Congress has not acted, this Court, and not the 
state legislature, is under the commerce clause the final arbiter 
between the competing demands of state and national interests.” 

8. E. (2d) 586 (9-13- 1945) ; In re Insurance Tax Cases, 161 P. 726 (9-15-1945) ; 
Indiana v. Prudential L. Ins. Co., 64 N. E. 2 and 150 (12-21-1945). The fore- 


going cases went off on the primary ground that no no discrimination oe 
insurers was shown by the evidence but Public Law 15 was relied upon 
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16 324 U. 8. , 65 8. Ct. 1515 (6-18-1945). 
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This doctrine the Supreme Court applied in holding unconstitutional a 
statute of Arizona limiting the length of railroad trains within the State 
of Arizona, there being no Congressional law or regulation on the subject. 

It may be assumed that a doctrine so recently confirmed and applied 
by the Supreme Court is the law of the land today and applicable to the 
pending cases challenging the validity of state tax and regulatory laws 
relating to the business of insurance. The only question that may be 
asked concerning its application to such laws is whether its effect was 
neutralized or modified by the declaration in Public Law 15 that the 
business of insurance shall be subject to the laws of the several states 
which relate to the regulation or taxation of such business. Concerning 
this point it seems clear that if the Commerce Clause, without the aid 
of Congress, so completely preempts to the Federal Government juris- 
diction over interstate commerce as to empower the Supreme Court to 
declare invalid statutes which impose improper burdens upon such com- 
merce, Congress would not have the power to change or neutralize such 
residual effect of the clause. Thus, however the quoted provision of 
Public Law 15 is construed—a delegation of power, adoption of state 
laws, or a withdrawal of Congress—it is quite evident that the states in 
their legislation must avoid the residual effect of the Commerce Clause 
as an instrument in the hands of the Supreme Court to keep the chan- 
nels of interstate commerce open and unencumbered. 

The conclusion just stated is entirely consistent with later statements 
of Chief Justice Stone in the above case reading: 


“Congress has undoubted power to redefine the distribution 
of power over interstate commerce. It may either permit the 
states to regulate the commerce in a manner which would other- 
wise not be permissible, or exclude state regulation even of 
matters of peculiarly local concern which nevertheless affect 
interstate commerce. 

“But in general Congress has left it to the courts to formu- 
late the rules thus interpreting the commerce clause in its 
application, doubtless because it has appreciated the destructive 
consequences to the commerce of the nation if their protection 
were withdrawn, Gwin, etc., Inc., v. Henneford, supra, 305 
U. 8. 441, 59 S. Ct. 328, 82 L. Ed. 272, and has been aware 
that in their application state laws will not be invalidated with- 
out the support of relevant factual material which will ‘afford 
a sure basis’ for an informed judgment. Terminal R. Ass’n v. 
Brotherhood of Railroad Trainmen, supra, 318 U. S. 8, 63 
S. Ct. 424, 87 L. Ed. 571; Southern R. Co. v. King, 217 U. 8. 
524, 30 S. Ct. 594, 54 L. Ed. 868. Meanwhile, Congress has 
accommodated its legislation, as have the states, to these rules 
as an established feature of our constitutional system. There 
has thus been left to the states wide scope for the regulation of 
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matters of local state concern, even though it in some measure 
affects the commerce, provided it does not materially restrict 
the free flow of commerce across state lines, or interfere with it 
in matters with respect to which uniformity of regulation is 
of predominant national concern.” 


And with a similar and even more recent statement by Chief Justice 
Stone in the case of International Shoe Company v. State of Washing- 
ton, 66 S. Ct. 154, December 3, 1945, reading: 


“It is no longer debatable that Congress, in its exercise of 
commerce power may authorize the states, in specific ways, to 
regulate interstate commerce or impose burdens upon it.” 
(Italics supplied.) 


Inasmuch as the source of Congressional power to redefine and redis- 
tribute power over interstate commerce and to authorize states in specific 
ways to regulate such commerce or impose burdens thereon, is the Com- 
merce Clause, which, as construed by the Supreme Court, proscribes 
burdens improper in the judgment of such Court, it is easy to conclude 
that Congress could not in Public Law 15 have intended to transcend 
the limits of its constitutional power. The point of this conclusion will 
be more readily understood if it is perceived that Congress itself would 
not be able constitutionally to burden commerce, and if this be true, 
it certainly would not be able to authorize the state to do so. 

Any reader who has traveled the full distance of this discussion and 
endured its multitude of “ifs,” “buts,” and “maybes” is entitled to the 
reward of watching the author crawl out on a precarious limb in stating 
his opinions as to what is before the insurance industry as a consequence 
of SEUA and its foster-child, Public Law 15. Such a literary tight-wire 
act will doubtless be much more interesting than profitable, but it will 
be attempted nevertheless. With this explanation or apology, a summary 
of conclusions concerning the various points and questions considered 
will be offered. 


1. Much difficulty will be experienced in formulating state legis- 
lation which completely parallels the Sherman, Clayton and 
Federal Trade Commission Acts. While this is a serious fact, 
it should not be allowed to frustrate the states’ effort to formu- 
late such legislation, as the acts in question are for the most 
part evocable by the Federal Trade Commission or the Federal 
District Attorneys, who, it would seem, will not, in the face 
of the declaration of Congress that the state shall have power 
to regulate and tax the business of insurance, be over-zealous 
and technical in their enforcement. 

2. Although relief after January 1, 1938, from the application of 
the Robinson-Patman Act is not clearly provided for in Public 
Law 15, states should nevertheless enact parallel laws in the 
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hope that Congress will eventually amend Public Law 15 so 
as to extend to such act the treatment accorded to the other 
enumerated acts. 


. Concerning Subsection 2(a) of the law which declares that the 


business of insurance, and every person engaged therein, shall 
be subject to the laws of the several states which relate to the 
regulation or taxation of such business, it is projected : 


(a) The Supreme Court will adhere to its decision in the 
SEUA case even though, as an original proposition, three 
and possibly five of the justices would have disposed of 
the case without concluding the constitutional issue. 
Assuming that a majority of the Court is partial toward 
state jurisdiction over the insurance business, its decisions 
will nevertheless follow general principles having univer- 
sal application to all fields of interstate commerce. In 
other words, insurance being interstate commerce will 
have to conform to the general rules applicable to that 
subject, otherwise the subject would soon become honey- 
combed with special exceptions and instances. 


Subsection 2(a) cannot be applied as a delegation of 
power because to do so would effectively permit Congress 
to circumvent the Constitution. 

(c) Subsection 2(a) cannot be applied as an adoption of state 
laws by Congress because to do so would in effect result 
in Congress enacting forty-eight different sets of laws 
with their administrative machinery to govern a subject 
of interstate commerce as to which uniformity is a car- 
dinal requisite. 

Subsection 2(a) may properly be given effect as a with- 
drawal of Congress for an indefinite time from the 
insurance interstate commerce field. This withdrawal 
leaves the states free to legislate, subject only to the 
residual force of the Commerce Clause. The Supreme 
Court, as in the past, will stand by to apply the Com- 
merce Clause whenever called upon to do so, and the 
issue in every case will be whether the law or regulation 
in question, under all the circumstances, affects inter- 
state commerce, and if so, whether the effect is contrary 
to the essential purpose of the Commerce Clause to keep 
commerce among the states free and unencumbered. 

(e) The Supreme Court in passing upon state laws and 
regulations will not be unmindful of the fact that Con- 
gress has declared that the continued regulation and 
taxation by the several states of the business of insur- 
ance is in the public interest, but it will not because of 
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that declaration abdicate its position as protector of the 
Constitution. By construction the Court will likely say 
that Congress by its declaration could not have intended 
to deprive the Commerce Clause and the Supreme Court 
of their Constitutional prerogatives, but rather, that the 
declaration was made with the knowledge and assurance 
that state laws and regulations would be held within 
bounds by the long-established doctrines of the Supreme 
Court applicable to the Commerce Clause. Beyond this, 
the declaration will relieve the Court from the necessity 
of considering the unspoken intent of Congress relative 
to the field of interstate insurance commerce, and, thus, 
the states will not be excluded from that field by the 
mere silence of Congress. 


(f) Congress having declared itself in favor of state taxation 
and regulation of insurance on the basis of public interest, 
the Court will likely minimize the requisite of uniformity 
in interstate insurance regulation and confine its func- 
tion to the avoidance of invidious restraints and inter- 
ferences with such commerce through discriminating or 
hostile state laws. By so doing it would be giving effect 
to the historic root of the Commerce Clause, which was to 
keep commerce free of restraints and burdens growing out 
of animosities, jealousies and strife between the states. 


(g) On the basis of the foregoing principles, it can be antici- 
pated that the Supreme Court will uphold state tax and 
licensing statutes if they can be demonstrated not to be 
discriminatory against insurers of other states; statutes 
excluding a type of business regarded as inimical to public 
welfare provided no discrimination is shown in favor of 
residents interested in the same type of business; and 
statutes regulating reserve, investments, agents and other 
aspects of the insurance business, provided foreign insurers 
are not placed as to them in a disadvantageous position. 


The conclusion of this paper finds many more questions raised than 
answered, a result completely anticipated by Chief Justice Stone when 
he said in his dissenting opinion in the SEUA case: “Its (the Court’s) 
action in now overturning the precedents of seventy-five years governing 
a business of such volume and of such wide ramifications, cannot fail to 
be the occasion for loosing a flood of litigation and of legislation, state 
and national, in order to establish a new boundary between state and 
national power, raising questions which cannot be answered for years to 
come, during which a great business and the regulatory officers of every 
state must be harassed by all the doubts and difficulties inseparable from 
a realignment of the distribution of power in our federal system.” 
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DISCUSSION 
Or 
STATE LEGISLATION FOLLOWING PUBLIC LAW 15 


By Invin BEenpiner 
Member of the Philadelphia Bar 


The Supreme Court of the United States in the SEUA decision has 
clearly stated that insurance is commerce. The power to regulate com- 
merce among the several states rests in the Congress under the Con- 
stitution. The Congress has power to make all laws necessary and proper 
for carrying into execution the regulation of such commerce. 

Public Law 15 was approved March 9, 1945 and now, ten months 
later, we gather to discuss the developments since that date. Mr. Cover 
in his excellent paper sets forth a detailed analysis of the Law and its 
possible meaning and construction and it may be well to review that 
portion of his analysis which queries the nature of the action taken 
by Congress. 

To quote Mr. Cover: 

“Is it (Public Law 15) an adoption by Congress as its very 
own the existing insurance laws of the several states as they 
may from time to time be amended, together with their admin- 
istration and regulatory machinery ?” 

“Is it properly viewed as a delegation of power to the states 
to regulate interstate insurance commerce?” 

“Or Congress might have reasoned that while it has no 
power to delegate to the states its power to regulate interstate 
commerce, nor to adopt for such purpose the laws of the states, 
it was under no compulsion to exercise such power, and in the 
absence of its exercise, states would be free within the limit 
developed in the Supreme Court decisions to legislate on the 
subject.” 

Mr. Cover notes that the Law cannot be applied as a delegation of 
power because to do so would be a circumvention of the Constitution ; 
nor can it be an adoption of state laws by Congress because to do so 
would result in an adoption of forty-eight sets of laws to govern a field 
in which uniformity is a cardinal requisite. In his judgment, Congres- 
sional action represents a withdrawal of Congress from the insurance 
interstate commerce field for an indefinite time, leaving the states free 
to legislate, subject only to the residual force of the Commerce Clause ; 
as interpreted by the Supreme Court, to protect such commerce against 
undue burdens, or restraints and interferences with such commerce 
through discriminating or hostile state laws. 

One can agree readily with this analysis and these conclusions but it 

(4) 
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should be noted that the very title of Public Law 15 and its preamble 
are unmistakable in their language and with seeming clarity fully state 
the position of the Congress. 


“An Act to express the intent of the Congress with reference 
to the regulation of the business of insurance. 

“Be it enacted by the Senate and House of Representatives 
of the United States of America in Congress assembled, That 
the Congress hereby declares that the continued regulation and 
taxation by the several States of the business of insurance is 
in the public interest, and that silence on the part of the 
Congress shall not be construed to impose any barrier to the 
regulation or taxation of such business by the several States.” 


Section 2(a) is an unequivocal declaration that the business of insur- 
ance, and every person engaged therein, shall be subject to the laws of 
the several states which relate to the regulation and taxation of such 
business. To avoid conflict between such state legislation and Federal 
legislation which may be interpreted to apply to the business of insur- 
ance, Section 2(b) of Public Law 15 provides explicitly that no act of 
Congress shall be construed to invalidate, impair, or supersede any such 
state law unless such Congressional Act specifically relates to the business 
of insurance, subject, however, to certain legislation, the Sherman Act, 
the Clayton Act, and the Federal Trade Commission Act, with respect 
to which definite limitations are provided. 

It is with respect to these limitations and the further provisions of 
Sections 3(a), 3(b) and (4) that Public Law 15 gives to the business 
of insurance and the respective states the opportunity to put their 
respective houses in order. 

In effect the application of these provisions is as follows: 


(1) Public Law 15 does not affect in any manner the appli- 

cation to the business of insurance of 
(a) The National Labor Relations Act 
(b) The Fair Labor Standards Act of 1938, or 
(c) The Merchant Marine Act, 1920. 

(2) Until January 1, 1948, the Robinson-Patman Anti- 
Discrimination Act shall not apply to the business of insur- 
ance, or to acts in the conduct thereof. 

(3) The Sherman Act shall at all times apply to any act of 
boycott, coercion, or intimidation, or to any agreement to 
boycott, coerce, or intimidate. 

(4) Until January 1, 1948, the Sherman Act, the Clayton 
Act, and the Federal Trade Commission Act shall not apply 
to the business of insurance or to acts in the conduct thereof, 
but after January 1, 1948, such acis shall be applicable to the 
business of insurance to the extent that such business is not 
regulated by State law. 
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Mr. Cover commendably summarizes the provisions of the Sherman, 
Clayton, Federal Trade Commission and Robinson-Patman Acts in rela- 
tion to the business of insurance and briefly points out that—contracts, 
combinations in form of trust or otherwise, or conspiracy in restraint 
of trade, monopolies or attempted monopolies, discriminations in price 
between different purchasers where the effect of such discrimination 
may be to lessen, injure, destroy or prevent competition, or tend to 
create a monopoly, or the payment of commissions or other compensation 
except for services in connection with the sale of goods, or price advan- 
tages or adjustments for the purpose of destroying competition, or the 
acquisition of stock in two or more corporations to lessen competition 
or to promote monopoly, or interlocking directorates, as well as the 
whole field of unfair practices as contemplated by the Federal Trade 
Commission Act—all of these—must be “regulated by State Law” prior 
to January 1, 1948, if thereafter the appropriate Federal Acts are not 
to again become applicable to the business of insurance. 

In the ten months which have passed, what have the industry and the 
legislatures accomplished? In the twenty-three months which lie ahead 
what can be accomplished ? 

Before attempting to answer these questions, it may be well to point 
out some of the practical problems which must be recognized and 
dealt with. 

(1) There is nothing in Public Law 15 which limits its operation to 
fire and casualty insurance as distinguished from life insurance. Yet 
one would gather that since the SEUA litigation arose out of a fire 
insurance situation, no life insurance company, agent or policyholder 
should be concerned by its result and probable consequences. The entire 
insurance business—life—fire—marine—casualty—should come to a 
prompt realization that the SEUA decision makes all insurance com- 
merce and that the leaders in each branch of the business must work 
together if state regulation is to be preserved. 

(2) There is nothing in Public Law 15 which distinguishes between 
stock, participating stock, mutual or reciprocal insurance companies 
which would justify any one of these types of companies in feeling that 
its own type of operation is secure and the leaders in each type of oper- 
ating company must work together if state regulation is to be preserved. 

(3) There are currently forty-eight separate and distinct state law- 
making bodies with forty-eight Departments of Insurance, forty-eight 
sets of laws, few of which are uniform and many of which are dis- 
criminatory against foreign insurance companies, forty-eight Commis- 
sioners of Insurance by whatever title, many of whom operate by 
promulgating administrative requirements of their own creation, without 
uniformity and without opportunity for recourse to the Courts. Each 
state jealously guards its own sovereignty and may properly feel that 
although cooperative effort may permit continued regulation and taxa- 
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tion, such cooperation nevertheless may require that it yield some of 
its independence of action. 

(4) Without contravening the Sherman Act, will it be possible to 
combine and pool the statistical experience of companies, so as to permit 
the promulgation of a rate that is fair and equitable to the public and 
the companies? Certainly the companies will not want the state to 
promulgate the rates, nor can the companies, to date, agree on “prior” 
or “subsequent” approval as an acceptable method of rate regulation. 

(5) Will states be willing to adopt uniform legislation to compel 
“mail order” insurance companies to meet the requirements and protect 
the public in the states in which they do in fact operate? 

(6) Will uniform legislation on rates and taxes and investments 
cause a shift of home offices to large population centres with loss of 
revenue to smaller states? 


(7) How can states enforce rules and regulations concerning rates? 
Will they fine a company and deplete its reserves. Will they make a 
tax-paying company withdraw from the state? Can there be effective 
rate regulation by the states? 


(8) What is the meaning of the flood of litigation attacking the 
tax laws of states which do discriminate against foreign companies? 
Is it merely to obtain tax recoveries? Is it to force remedial legislation, 
which must inevitably come in any event? Is it mere expediency to 
capitalize on the present confused situation? Is it to force Federal 
legislation? Is it to force a further Supreme Court decision to determine 
the extent to which the Court will go in determining what constitutes 
a burden on interstate commerce? Does it reflect a determined course 
of action by the insurance business or is it merely the action of one, two 
or six companies asserting their unquestioned right to act independently ? 

(9) Is it recognized that Public Law 15 places emphasis on “public 
interest” and that the business as a whole will be weighed in the balance 
of a public judgment with every encouragement being given to the business 
and the states to develop and maintain regulation in the pubiic interest? 

(10) Is it recognized that Congress is truly representative of the 
states as well as the people and each member of the Senate and House is 
responsive to the demands of his own community and that legislation 
which will destroy state taxes, state regulation, state jobs, patronage, 
etc., will be carefully studied and long delayed if the states and the 
business will cooperate in promoting institutionally the interest of the 
public rather than the individual and limited interests which each state, 
each type of business and each type of company wants preserved for 
itself alone? 

In the ten months elapsed some progress has been made. “All indus- 
try” committees have been formed, the National Association of Insur- 
ance Commissioners has met. The Commissioners and Industry Com- 
mittees have even met together and have even agreed as to who was 
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going to first show to the other the plan proposed. A few legislatures 
have met. Some have enacted statutes relieving company directors from 
personal liability by reason of the payment of any state tax which later 
may be held invalid. Several states have undertaken a study of rates, 
codes and uniform laws. Many have enacted laws eliminating discrimi- 
natory taxation on foreign insurers. 

All of the legislatures will meet before January 1, 1948. The prob- 
lems are many and the time for action is short, although there is genuine 
reason to believe that the time will be extended if there is a sincere 
manifestation that the business of insurance and the respective states 
mean to work together to eliminate the existing practices, if any, which 
are inimical to the interests of the public. 
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DEVELOPMENTS IN COMPREHENSIVE 
PROPERTY-CASUALTY INSURANCE 
(Moutrete Lins UNDERWRITING) 





By Joun A. Dremanp, President 
Insurance Company of North America 


The Chairman of your Program Committee invited me to read a 
paper on Developments in Comprehensive Property-Casualty Insurance. 
I understand this designation to be synonymous with Multiple Line 
Underwriting and I shall, therefore, use this more familiar term through- 
out my presentation of the subject. It is the expression commonly used 
by those who, like myself, advocate broad insurance company charters. 

It is axiomatic that everyone is in business for the purpose of obtaining 
a return on his invested capital. Stock insurance companies offer no 
exception to this fundamental principle underlying all business. The 
business of insurance, however, differs from all others in that it has a 
definite social obligation to the public, and its primary consideration 
must, therefore, be the policyholder. To forget the policyholder is to 
jeopardize any continued successful return to the stockholder. 

The institution of insurance in the United States, built with the 
premiums of policyholders, is now of age and in a strong position to 
meet any changes brought about by the extension or granting of 
multiple line powers to its companies. 

Before developing the subject of multiple line underwriting powers 
as applied to the business of insurance in the United States, I should 
like to make some observations on the great contribution to worldwide 
insurance needs made by British insurance institutions. 


Tue BrrrisH Posrrion 


First, let us consider the charter of a well-known British insurance 
company. Basically the charter enables the company “To carry on the 
business of insurance of all kinds in all parts of the world.” This lan- 
guage from the charter is followed by a number of paragraphs setting 
forth many subjects of insurance. Complete examination of that charter 
challenges the imagination to conceive of any insurable interest 
involving the fortunes of individuals or of businesses for which provi- 
sion has not been made. The general terms of the charters of other 
British companies likewise permit them to carry on the business of 
insurance of all kinds in all parts of the world. 

Armed with these charters, British insurance companies have gone to 
all corners of the earth and have become formidable factors wherever 
there is an insurance need. Success seems to have attended their efforts 
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not only as to volume of premiums written, but as to operating profits 
realized. A cursory examination of reports to shareholders discloses 
that the heads of British companies pay tribute to the foreign branches 
of their companies and take pride in the successful results of one of 
Britain’s invisible exports. 

Here are a few comments on the 1944 operations of some of these 
companies. Mr. P. R. England, at the meeting of the Royal Insurance 
Company, said: 


“In the rebuilding of a new economy between nations, insur- 
ance has an important part to play. Commerce and industry 
cannot thrive without the protection given by the insurance 
companies of all nations—on land, at sea, and in the air. The 
widespread organization, long experience and financial strength 
of British insurance are primary factors in a world of changing 
values. The British offices’ network of overseas branches, agen- 
cies and associated companies will contribute in full measure 
te the restoration of the delicate fabric of international com- 
merce and finance.” 


Again, Sir Frederick Pascoe Rutter, at the meeting of the London 
and Lancashire Insurance Company said: “I sometimes wonder when 
reading some of the speeches in the House of Commons whether our 
members realize how much they (representing as they do the populace 
of this country of ours) have been and still are indebted,—deeply 
indebted,—to the British Insurance Companies for not only having 
contributed so materially from their operations abroad to the income of 
this country, but for having maintained and enhanced the prestige of 
British trading beyond any similar enterprise throughout the whole 
world. . . . British insurance still remains as a brilliant example of 
consistent stability invaluable to this country’s exchequer at a critical 
time in its financial history.” 

Lord Woolton in a speech made at a dinner given to him and to the 
Lord Mayor and Sheriffs of London by the British Insurance Associa- 
tion, said: “Let us look at the size of this part of our national business. 
Its total premiums in life assurance amount of 150 million pounds; in 
insurance other than life 260 million pounds, and of this latter amount, 
160 million pounds is in overseas business. It has a 25% share of world 
insurance other than life, and in this small island, with a total popula- 
tion that is insignificant compared with that of the world—indeed is 
insignificant in comparison with our own Empire—it controls 10% of 
life assurance throughout the world. British insurance operates in 100 
countries, it transacts a hundred different classes of insurance, and issues 
policies in 46 currencies and 16 languages. From the insurance world, 
the Treasury receives in taxation about 34 million pounds per annum ; 
insurance represents an invisible export of between 15 and 20 million 
pounds a year.” 
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Let it be emphasized that these results were accomplished under 
charters granting multiple writing powers to the companies involved. 

Such is the position of British insurance. To seek to emulate the 
success of our British brethren in the world markets is a worthy and 
challenging undertaking, and the interest of the American policyholder 
demands that we make the effort. 










Wuat Is Muttipte Linge UNDERWRITING? 






In its most complete sense, the expression “multiple line writing 
power” means the transacting of all kinds of insurance, except life and 
annuities, under one corporate charter, and a license issued to the 
corporation permitting the transaction of all kinds of insurance with 
the exception noted. 

It is not intended by the advocates of the multiple line writing power 
system that a corporation should exercise all of its rights to engage in 
all kinds of insurance. The important fact is that permission, so far as 
the state license is concerned, would allow the corporation to transact 
all kinds of insurance, except life and annuities, under one charter, and 
it would be within the discretion of the officers of the corporation to 
determine when and how this complete privilege would be exercised. 

Under the present system of state supervision of insurance, the 
insuror secures the right to transact an insurance business through a 
license granted by the state. The states have differentiated between the 
kinds of insurance to be written and have set up certain requirements 
as prerequisites to be met before any license will be issued. 

It is a fact too often ignored by those considering multiple line writing 
power that under the present state system of licensing, a degree of 
multiple line writing power has already been set up in the law and most 
insurors exercise that power. In New York, for example, Section 46 of 
the Insurance Law enumerates 22 kinds of insurance which may be trans- 
acted. Some may be written by fire, marine, and casualty insurors, others 
may be written only by casualty companies, and still others only by fire 
and marine companies. The licensing section of the law prescribes the 
kinds of insurance which may be combined and written under one corpo- 
rate charter and other sections prescribe the necessary capital required. 

Technically, underwriting is the result of writing power which in turn 
is the result of a license granted by the state to write kinds of insurance 
enumerated therein. However, it is clear that those who use the expres- 
sion “multiple line underwriting” mean multiple line writing power 
without which there could be no multiple line underwriting. Therefore, 
to avoid further confusion, I am assuming that all who use the expression 
“multiple line underwriting” mean multiple line writing power. 

Of course, we all know that underwriting is the practice in the insur- 
ance business whereby an insuror accepts or rejects an insurance risk. 
To underwrite from a multiple line point of view is to consider the risk 
offered with relation to all hazards and exposures to which the assured 
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and his property may be subject. After due consideration there may 
result a single contract incorporating many different kinds of insurance 
or there may result several insurance contracts depending upon all of the 
collateral considerations the assured, his representative, and the under- 
writer may determine upon as best fitting the particular situations and 
peculiar requirements of the whole risk offered. If a single contract be 
the result, that result can only occur provided the license granted the 
insuror permits of the combining of one or more kinds of insurance in a 
single contract. The term “kind of insurance” is here used in the sense 
that it is employed in the licensing section of the insurance statutes 
of the state. 

It seems useful to point out that multiple line underwriting and 
multiple line writing power are not at all synonymous with the expression 
“all risk insurance” or “single policy insurance” or “package insurance” 
or any other term that indicates broad form coverage in a single policy. 
Broad form coverage in a single policy that involves the combining of 
kinds of insurance is the result of statutory provision permitting mul- 
tiple line writing power by the licensed insuror issuing the contract. 


HistTor1caL DEVELOPMENT 


The present interest in multiple line powers did not originate in the 
last few years. At the National Convention of Insurance Commissioners’ 
meeting at Asheville, North Carolina, in September 1914, the Hon. 
Burton Mansfield, then Insurance Commissioner of the State of Con- 
necticut, read a paper entitled “Shall we abandon the American restric- 
tions upon the classes of insurance written by (a) a company doing 
direct writing and (b) a company doing reinsurance.” 

I recommend a study of this well-prepared document. To my mind it 
is one of the most important pieces of insurance literature up to that time 
and contains a masterly comparison between the American restricted 
licensing system and the unrestricted foreign system. It must be borne 
in mind that this paper was written in 1914 when workmen’s compensa- 
tion legislation was being made effective in many states and insurance 
on automobiles had taken its sudden spurt. Then fire companies, foreign 
and domestic, were organizing casualty running mates to share in what 
has proven to be a source of premium income far greater than the 
business of fire insurance. 

In his paper, Commissioner Mansfield quotes from an address by 
T. E. Young before the Birmingham Insurance Institute to this effect: 


“The history of insurance is a passage from the homogeneous 
to the heterogeneous as a portion of the general development 
of business enterprise.” 


He points out that while insurance was formerly confined to marine, fire 
and life insurance,—burglary, surety, hail, accident and many other 
forms of insurance had been added. As a parallel to this he calls 
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attention to “the same advance from homogeneity to heterogeneity, from 
sameness to diversity, in the circumstance that individual companies 
now. comprise, in addition to fire and life insurance, or even fire, life 
and marine, the application of insurance to leaseholds and with powers 
to include fidelity and accident contingencies.” 

And then Commissioner Mansfield continues: 


“We have, therefore, in the so-called miscellaneous or casualty 
insurance field recognized, partially at least, the theory of the 
evolution of insurance from homogeneity to heterogeneity. What 
possible relation is there between live stock insurance and credit 
insurance, between physicians’ defense and property damage, 
between surety and plate glass? None save that they are all 
insurance. Yet all these lines which the Convention Blanks 
recognize can be written in this country by a certain class of 
insurance companies, demonstrating clearly that the so-called 
American system of classification per se is a misnomer and 
largely, if not entirely theoretical. This condition of affairs 
clearly demonstrates that the American restrictions upon the 
classes of insurance written by a company doing direct business 
are only in a measure restrictive. Such American limitations 
are American prejudices under another name, which, I do not 
believe would exist long if the insurance commissioners of this 
country would take the time to fairly analyze the situation. 

“Let us, therefore, bear this precept in mind and see if, in 
all fairness, we cannot use and adopt a wiser and better system 
of classification in the United States, even if among other 
changes it involves less harrowing expeditions on our part into 
the multitudinous details of a great business, conducted for the 
public good and forming a very large element in our national 
prosperity and growth. 

“Why hamper and restrict the immense insurance activity in 
this country by needless practices or laws? That activity should 
be enlarged to find its normal expansion into all reasonable 
fields and in all reasonable ways.” 


Let me review the progress of both casualty and fire companies in the 
brief span of my own years in the business, in other words, review this 
march from homogeneity to heterogeneity, as Commissioner Mansfield 
expresses it. 

According to the 1905 Convention blanks, companies merely reported 
their business under the classes of FIRE, MARINE, INLAND 
MARINE, AND CASUALTY. In that year the total volume of 
business written by stock companies was: 


Fire, Marine, and Inland Marine 
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As of December 31, 1944 the total volume by stock fire companies was 
$1,138,858,000 and the total volume written by stock casualty companies 
was $1,223,283,000. In 40 years, therefore, the stock fire companies 
increased their writings by an amount in excess of $914,000,000 and the 
stock casualty companies increased their writings in the same period by 
an amount in excess of $1,176,000,000. In 1944 the stock fire companies 
reported their business under 12 major classes as contrasted with three 
major classes in 1905; and in 1944 the casualty and bonding companies 
reported their business under 17 major classes compared with one class 
as in 1905. 

Ag everyone knows, these major classes are further broken down for 
rating and underwriting reasons into a formidable list of sub-classes— 
indeed far too many to be enumerated here. 

Naturally the sub-classes form the ideal background for the develop- 
ment by individual companies, by group affiliates, or by joint effort of 
independent companies, of comprehensive or combination coverages 
whereby in a single document one or more companies agree to assume 
in full all the hazards of a single identity. 

In the course of this development a point was reached where official 
recognition was taken of the overlapping of coverages as between fire 
and marine and casualty insurors. 

The overlapping of writing powers, as well as coverages, had so 
alarmed many company executives that the New York Insurance Depart- 
ment took cognizance of the matter. In co-operation with other states 
and with committees of fire, casualty and marine underwriters, a two 
year study was made of prevailing conditions. As a result there was 
brought forth the so-called Nationwide Definition of Marine Insurance, 
calculated to eliminate overlapping by other classes of the marine field. 
Notwithstanding this effort, it is well known that there continue to be 
many existing overlappings of coverage, as well as of writing power, 
among fire, marine and casualty companies. 

This was the state of affairs when in October, 1943, the Honorable 
C. F. J. Harrington, Insurance Commissioner of Massachusetts, and then 
president of the National Association of Insurance Commissioners, with 
the approval of that organization, appointed a committee on multiple 
line underwriting to consider and to report its findings to the National 
Association of Insurance Commissioners at the June, 1944 meeting. 

The Committee appointed by Commissioner Harrington was composed 
of representatives of stock and mutual fire and casualty companies, and 
representatives of agents, brokers and the public. I was chairman of 
that Committee. 2 

The Committee met and deliberated at sessions held each week until 
June, 1944 when its report was submitted to the National Convention 
of Insurance Commissioners. Before the report was written the Com- 
mittee invited representatives of the various company and producers’ 
organizations—both fire and casualty—mutual and stock—to express 
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their opinions and to make suggestions on the program as outlined by 
the Committee. 

The report as submitted to the Convention did not reflect the extent 
of the Committee’s deliberations, nor all that it would like to have 
accomplished. The Committee felt, however, that its report represented 
a constructive start in the solution of some of the problems presented 
by multiple line writing power, and that its recommendation caused no 
undue hardship on the existing system of insurance. 

The Committee was unanimous in making five specific recommenda- 
tions as follows: 


I. Unprerwritine Powers or Unirep States COMPANIES IN 
ForEIGN COUNTRIES ; 

Any domestic fire, marine, casualty or surety company should 

be empowered to write any and all kinds of insurance or rein- 

surance, other than life insurance or annuities, on risks outside 

of the United States, its territories and possessions, provided 

it maintains a minimum policyholders’ surplus of $1,500,000. 


. Rersvrine Powsrs 
Any fire, marine, casualty or surety company should be 
empowered to accept any and all kinds of reinsurance, other 


than life insurance and annuities, provided it maintains a 
minimum policyholders’ surplus of $1,500,000. 


. AUTOMOBILE INSURANCE 

Any fire or marine insurance company, or any casualty or 
surety company licensed to write liability insurance, should 
be empowered to write insurance against any and all of the 
hazards of loss from damage to automobiles, or from liability 
arising out of ownership, maintenance or use of automobiles, 
provided such company meets the financial requirement which 
must be met by a company qualified to write automobile 
physical damage or automobile liability hazards, whichever 
requirement is the higher. 


AIRCRAFT INSURANCE 

Any fire or marine insurance company, or any casualty or 
surety company licensed to write liability insurance should be 
empowered to write insurance against any and all of the 
hazards of loss from damage to aircraft, or from liability 
arising out of ownership, maintenance or use of aircraft, pro- 
vided such company meets the financial requirement which 
must be met by a company qualified to write aircraft physical 
damage or aircraft liability hazards, whichever requirement 
is the higher. 
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V. PerrsonaL Property FioatTer PoLicies 

Any fire, marine, casualty or surety company should be 
empowered to insure individuals against all risks of loss of, 
or damage to, personal property other than: (a) motor 
vehicles, aircraft, or watercraft (excepting canoes, rowboats, 
sail-boats less than twenty-one feet in length, and outboard 
motor boats); or (b) personal property pertaining to the 
business, trade or profession of the insured (excepting pro- 
fessional books, instruments and other professional equipment 
owned by the insured). 


Under the first recommendation, Underwriting Powers of United 
States Companies in Foreign Countries, all we asked was that American 
companies of definite financial ability be permitted to go to foreign fields, 
grant their facilities to the American business man in the foreign 
markets, and transact business in those foreign countries which per- 
mitted them entry, on a basis of competitive equality with foreign 
companies. Everyone knows that this country is now the creditor nation 
and that our interests run to every country on the face of the globe. 
Who would deny the American businessman the right to have the same 
companies handle his insurance abroad as carry it at home? 

American insurance companies gained a great deal of experience 
during the war in writing insurance on American contractors who built 
highways, naval bases, airfields, warehouses, and other military facilities 
in all parts of the world. A number of companies which formerly had 
not written business outside the United States learned that they could 
send their engineers, inspectors, and claims men to every corner of the 
globe and set up facilities at the various places. With American 
insurance companies more internationally-minded than ever before and 
with American businessmen having international problems to handle, 
why should not an American insurance company be equipped to serve 
the needs of the American manufacturer, contractor, or merchant on 
a basis of equality in the foreign insurance market? 

As to the Committee’s second recommendation, Reinsuring Powers, 
it must be borne in mind that there are no greater capacities for 
reinsurance anywhere than in the United States today. These capacities 
can be greatly expanded if American companies are given the privilege 
of extending their facilities so that fire and marine companies could 
reinsure with casualty companies, and casualty companies reinsure with 
fire and marine insurance companies. 

Fire companies today have a very much larger policyholders’ surplus 
than at any time in their history. Over a forty year period policyholders’ 
surplus of stock fire insurance companies has increased from $249,839,000 
in 1905 to $1,693,601,000 in 1944. 

If fire companies are looking for ways and means of putting these 
huge surpluses to work, the road is open through the reinsurance of 
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casualty companies, and these in turn could perform the same service 
for fire companies. 

As of December 31, 1944 the policyholders’ surplus of the stock, 
fire and casualty insurance companies amounted to something like 
$2,475,000,000 and if the policyholders’ surplus of the mutual companies 
were added, we would have an additional amount of $506,000,000. 
Ten percent of this immense amount would furnish the capacity required 
for any risk anywhere in the world. 

It has been argued that the capacity in this country could be satisfied 
by the formation of a reinsurance company with a policyholders’ surplus 
varying from fifty to one hundred million dollars. However, I do not 
think this would render much assistance for the reason that a new 
corporation would be forced to exercise great discretion, at least in its 
first years, in the selection of its risks, and would find it injudicious 
to write a mill-run business. Furthermore two companies would be 
needed, one for fire and one for casualty. Certainly this capacity 
would be much less and the ability to serve far less efficient than if 
the twenty top fire insurance companies and the twenty top casualty 
companies merged their facilities, which as of December 31, 1944 
would provide $1,402,000,000 of policyholders’ surplus. Can you think 
of any need that couldn’t be satisfied? 

Attention is called to the Committee’s recommendation for foreign 
operation and reinsurance, that companies engaging in either of these 
two activities should maintain a policyholders’ surplus of $1,500,000. 
During the course of the Committee’s studies, it developed that the 
State of Kentucky required a paid-up capital of only $50,000 for a 
company to engage in a Fire and Marine business, and $50,000 in 
paid-up capital for a company to engage in all Casualty lines. The 
Kentucky requirement was the lowest of all. 

New York requires a company desiring to write all casualty and 
surety lines to have a paid-up capital of $1,450,000 and in addition a 
surplus of $725,000 and to write all Fire and Marine lines the require- 
ments are $500,000 paid-in capital, and a surplus of $500,000. 

Other states, of course, fall in between these requirements. Therefore, 
the Committee felt that its recommendation registered a fair require- 
ment for companies wishing to engage in activities outside of the 
United States and in multiple reinsurance. After all, it really was 
still a matter for each state to decide. 

Massachusetts cut the requirement to $1,000,000 in its multiple 
power law and Pennsylvania increased the requirement to $2,000,000 
in its limited multiple power law. 

As to the third recommendation, Automobile Insurance, the Com- 
mittee presents nothing that is new except to extend generally what is 
specifically permitted in many states. There are a number of states 
permitting single companies to write fire and one or more casualty 
coverages, but most companies who write any volume of automobile 
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business at all are writing it on a multiple line basis, either through an 
affiliate, or by arrangement with another independent company. The 
policyholder receives one piece of paper wherein the fire company and 
the casualty company assumes its portion of the risk involved. If this 
can be done by two companies (and I would say that the larger volume 
is by affiliated companies) is there any reason why the one piece of 
paper cannot be used by one company to give complete coverage arising 
from the operation or ownership of an automobile? 

During the year 1944 there were $586,609,000 in automobile insur- 
ance written—all lines and by all companies, stock and mutual,—and 
it is a safe statement to make that the largest percentage was written 
upon the so-called combined form by affiliated companies, or by arrange- 
ments made between non-affiliated casualty and fire insurance companies. 

Recommendation four of the Committee, Aircraft Insurance, follows 
the line of reasoning which applies to the writing of a single, all risk 
policy on an automobile, and is particularly important because aviation 
insurance is new. While the aggregate liability is considerably greater 
than in the case of the automobile, nevertheless the principle of one 
contract to cover the entire liability in one company should prevail. 

Aviation coverages are usually written through syndicates of which 
both fire and casualty companies are members. The contract provides 
for multiple coverage to be shared by the individual members of the 
individual groups or syndicates. If it can be done by groups, why 
cannot it be written by one company having sufficient facility to carry 
such portion of the entire line as it deems advisable? 

The fifth recommendation of the Committee concerned Personal 
Property Floater policies. Prior to the submission of the Committee’s 
report there had been confusion in connection with the writing of this 
class of business. In some states casualty companies were authorized to 
write the cover, and in other states authority was limited to fire companies. 
Subsequently, rulings of insurance departments and changes in state laws 
have cleared the controversy over this particular type of policy, and we 
are at this moment in a state of comparative peace on this subject. 

These then are the five topics concerning which the Committee made 
specific recommendations, with the admonition that, “the subject of 
multiple line underwriting is so involved that no person or group has 

acquired a full knowledge of all of its many ramifications. Therefore, 
we recommend that a continuous open-minded and realistic study of 
the whole subject be instituted through appropriate committees of the 
Association, with the active cooperation and assistance of the entire 
insurance industry.” 


CONTENTION OF THE OPPOSITION 


Opposition to the idea of granting multiple line powers or extending 
multiple line powers to fire and casualty companies has come from 
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several individuals—some representing large companies and some repre- 
senting small companies. Some of the large companies express the 
deepest concern for the small companies, alleging that they would suffer 
to the point of extinction in competition with the large companies 
should all have multiple line underwriting power. Oddly enough, how- 
ever, many small companies have urged the extension of multiple line 
writing powers in the belief that small companies, operating in a limited 
area, could operate more successfully and with better service to their 
clients under a system of multiple line underwriting. 

In evaluating the contention of the large companies, one must keep 
in mind the fact that many of them operate groups of companies, made 
up of small affiliates whose primary purpose is competition against the 
small companies in the field. 

The organized opposition to multiple line underwriting has come 
from a majority of the membership of the Association of Casualty and 
Surety Executives and the Insurance Executives Association. The 
position of these organizations was presented in the form of a lengthy 
brief, dated June 3, 1944. For identification purposes, we will refer 
to that brief as the Opposition Report. Let us examine some of the 
points raised by that report. 

The main portion of the report is devoted to a complete denial of the 
merit or the necessity for multiple line underwriting powers either in 
this country or abroad. It denies everything, admits nothing, and 
predicts chaos in the business if the idea of multiple line underwriting 
is generally accepted. It has a lot to say about the difficulties of 
including all exposures for any one policyholder under a single policy 
contract. It discusses the operations of British insurors in the foreign 
field and arrives at the conclusion that British insurors find the multiple 
line writing power privilege of their charters a handicap. Using the 
straw man technique, it demolishes the contention that lack of multiple 
line underwriting authority has thwarted American insurance efforts 
abroad and stresses the obvious fact that American insurance has been 
so occupied with the tremendous demands of the local market that it 
has been forced to neglect the foreign field and leave it pretty much 
to exploitation by British insurance. 

The argument that multiple line underwriting power is not necessary 
to the future foreign development of American insurance because it has 
not in fact impeded such development in the past, fails to take into 
account the current condition of American business and industry. As we 
have already indicated, American business is pushing out into world 
markets and, quite properly, expects that American insurance which has 
protected it in the domestic markets follow its fortunes in the foreign field. 
It is this desire of American business which is reflected in the first item of 
the Insurance Commissioners’ Committee’s report on multiple line under- 
writing. It asks simply that American insurors, operating in the foreign 
field, be put on a basis of equal competition with the foreign insuror by 
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according them the privilege of multiple line writing power, provided 
always that American insurors meet the necessary capital requirements. 

The Opposition Report, having demonstrated that there was no necessity 
or virtue in multiple line underwriting power in respect of direct insur- 
ance, naturally comes to the conclusion that there is no need or virtue in 
multiple line authority in the conduct of reinsurance. Yet, in making 
this contention, the report contradicts itself. On the one hand, it denies 
that the insurance business in the United States is overcapitalized and, 
on the other hand, expresses the hope for bigger and better American 
reinsurance markets. The second recommendation of the Insurance Com- 
missioners’ report would provide such reinsurance market by freeing fire 
and casualty company capital for employment in the field of reinsurance. 

The Opposition Report denies the virtue and the principle of multiple 
line underwriting as applied to the automobile. This is an amazing 
denial because it ignores the fact that the principle of multiple line 
underwriting has for a long time been applied to the underwriting of 
an automobile in most states in the United States. The Insurance Com- 
missioners’ Committee, taking cognizance of the existing situation, merely 
recommended the removal of the last vestige of class underwriting power 
in connection with automobile insurance. 

In respect of the aviation business, the Opposition Report would 
hamstring the development of a new and promising insurance venture 
by denying the underwriter the very privilege which he has exercised so 
long and in so many states in connection with the automobile. 


Mouttrete LInE UNDERWRITING TRANSCENDS DISCUSSION 


The fact remains, and it must be recognized that no matter what 
position one takes on the subject of extending multiple line underwriting 
powers, the principle is here and it must be dealt with. Indeed, the prin- 
ciple has grown in importance in recent months if change in executive 
opinion is any criterion, and it will loom ever more important as those 
states which feel disposed to resist the movement are confronted with the 
question of whether or not they will allow their licensed insurors to 
transact broader writing powers outside their state than is permitted 
them within the state. In New York, for example, the statute would 
require the Commissioner to find that the interests of the people of the 
State of New York were adversely affected before he could order a licensed 
company to relinquish its broader charter powers outside the state. The 
finding of fact on such a basis might be a very difficult conclusion for 
the Commissioner to reach. If he did reach such a conclusion, New York 
companies, doing business in states granting broader underwriting powers, 
would find themselves at a serious disadvantage with companies domiciled 
in such states, because the ruling of New York would put them at a 
competitive disadvantage with companies not affected by such ruling. 

It is apparent that the question of extending multiple line under- 
writing powers is not one for theoretical debate. The question is real, 
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the problem is here and it must be dealt with by all Commissioners of 
Insurance. 

Massachusetts, Pennsylvania, New Jersey, and North Carolina have 
extended the multiple line writing power principle by enacting the 
necessary legislation. At this writing, the Missouri Senate has passed 
a multiple line bill, and the State of Washington is expected to include 
a provision for multiple powers in its proposed insurance code. These 
states furnished the answer to the questions asked in the Opposition 
Report. None of these states found it necessary to change the law or 
eliminate any requirement with respect to reserving or licensing, nor did 
they affect any law or practice in connection with commissions or 
statistical reporting, nor did any of these states eliminate from their 
laws or regulations present mandatory requirements in connection with 
clauses or contracts of insurance. 

So we are on the march toward the goal of multiple line writing 
power. Most sincerely do I hope that every state will soon enact into 
law the recommendations of the Harrington Committee report—first, 
because I know that the conclusions in that report were only reached after 
very careful study and thought and freely expressed opinion by competent 
representative insurance men ; and, second, because I believe that in the 
adoption of these conclusions the insuring public will be benefited. 
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DEVELOPMENTS IN PROPERTY-CASUALTY INSURANCE 
LEGISLATION RESULTING FROM PUBLIC LAW 15 


By Epwarp C. Strong, U. 8. General Manager and Attorney 
Employers’ Liability Assurance Corporation, Lid. 


Developments in State Legislation Resulting from Public Law 15, so 
far as property and casualty insurance are concerned, have to do chiefly 
with rate regulatory laws. The reasons are simple because (1) after 
January 1, 1948, under Public Law 15 the Sherman Anti-Trust Act 
“shall be applicable to the business of insurance to the extent that such 
business is not regulated by State law” (P. L. 15, Sec. 2(b) ); (2) the 
Sherman Anti-Trust Act makes agreements between two or more com- 
panies to fix prices (and fixing or making rates in the insurance business 
would seem to be the equivalent of fixing prices in other businesses) 
illegal per se (United States v. Socony Vacuum Oil Co., 310 U. S. 150 
(1940) ); and (3) to a very substantial extent in property and casualty 
insurance two or more companies have combined to make rates in 
bureaus or rating organizations of one kind or another. 

A few states rushed in almost as soon as Public Law 15 was enacted 
and passed rate regulatory laws. The legislatures of other states, believ- 
ing apparently that “haste makes waste,” proceeded more deliberately 
and availed themselves of the breathing space (until January 1, 1948) 
afforded by Public Law 15, in which more carefully to consider matters, 
some of them appointing recess committees to study the whole subject. 

It must not be overlooked that there are other Federal Acts possibly 
applicable to property and casualty insurance after January 1, 1948, 
unless appropriate state legislation be passed,—to wit: the Clayton Act, 
the Robinson-Patman Anti-discrimination Act, and the Federal Trade 
Commission Act. Each of these three latter Acts has an important bear- 
ing upon property and casualty insurance, and unless State legislatures do 
something about it, these Federal Laws will apply. The time allotted is 
not sufficient to deal with each of these Federal Laws specifically, and 
this paper is devoted to a discussion of rate regulatory laws. 

Different branches of the industry appointed committees to study the 
entire situation and with commendable zeal finally through an All-Indus- 
try Committee sought with what is now the Rates and Rate-Organization 
Committee of the National Association of Insurance Commissioners to 
draft appropriate bills as respects chiefly fire and marine insurance on 
the one hand and casualty and surety insurance on the other, the idea 
being to have these bills as legislative guides for the several states. 
At the recent convention of the National Association of Insurance 
en eee “as legislative 
guides” . . . “for those states which subscribe to the principles set forth 
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in these bills.” We shall refer to these bills as the commissioners’ bills. 
These “principles” had to do with what has been called the “prior rate 
approval theory” as distinguished from “the subsequent disapproval 
theory” propounded by the companies doing the greater amount of 
business in property and casualty insurance. 

Time again does not permit detailed anlysis of the bills in question ; 
but a few highlights will be herein dealt with. “Prior rate approval” 
means that before any insurer may use any rates, those rates must 
receive advance approval by the insurance commissioner of the state 
wherein the rates are to be used. 

In the property and casualty insurance field are a variety of insurers,— 
stock, mutual, cooperative, assessment companies, reciprocals,—partici- 
pating or non-participating, while some belong to rating bureaus or 
organizations, and others are independent or non-bureau. The suggested 
bills require every kind of insurer before using rates to have them 
approved in advance. It is, however, chiefly, if not wholly, because of 
the Sherman Anti-Trust Act that State rate regulatory laws are neces- 
sary, and yet the Sherman Anti-Trust Act affects only the two or more 
companies that combine or agree to fix prices. In other words, the 
insurer that makes its own rates belongs to no bureau, “goes its own 
gait,” has nothing to fear from the Sherman Anti-Trust Act and needs 
no protection in the way of a state law so far as its rates are concerned. 
It is only the so-called bureau companies, those that belong to rate- 
making bureaus or rating organizations, that need the protection of 
state laws. Why, then, should it be necessary to require the independent 
ahead of time to get approval of its rates? 

We are naturally led to a discussion of rating principles. The under- 
lying theory of our free enterprise system is free, fair, honest, full 
competition. Indeed that is the theory of not only the Sherman Anti- 
Trust Act but of the other Federal Acts mentioned. To what extent 
are the kinds of competition mentioned not in the public interest so far 
as insurance is concerned, for we must always remember that the insur- 
ance business is one “charged with a public interest”? 

In the first place, insurance rates should be fair and reasonable; the 
public should not be charged excessive rates. Competition will generally 
prevent that. It is only the combination in unreasonable restraint of 
trade (and these the Sherman Anti-Trust Act forbids),—the joining 
together of companies in agreements to fix prices or rates,—that affords 
the chance to charge excessive rates. The presence in the field in sufficient 
number of the independent company, the one that does not belong to 
any combination, will always bring it about that rates will not be 
excessive. But a law may well provide that rates shall be fair and reason- 
able, or it may state that rates shall not be excessive. 

Rates should not be unfairly discriminatory. Two risks of essentially 
the same hazard should be charged the same rate,—one should not have 
to pay more than the other. State laws may well provide that rates 
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shall not be unfairly discriminatory and may, as many do, prohibit 
rebates and discriminations. 

Above all, however, rates must be adequate. The insurance business 
differs from the ordinary mercantile or manufacturing business in that 
in the former the price is received or the rate is charged first and what 
the price or the rate purchases is determined thereafter. The insurer 
does not know ahead of time the cost of the policy it issues. In the other 
lines of business the cost is known before the article is sold. The 
automobile manufacturer knows the cost of manufacturing the auto- 
mobile and sets his price accordingly. When he makes his sales the 
purchaser gets that which he paid for, to wit: the automobile. If the 
manufacturers sells at too low a price, he alone loses out; the purchaser 
still gets what he paid for, to wit, the automobile. But if an insurance 
company charges an inadequate rate,—a rate inadequate to pay losses 
and expenses so that its financial structure is affected because rates are 
inadequate,—the purchaser of the insurer’s policy is injured; he does 
not get what he paid for, he loses out. Hence, the public is definitely 
interested in seeing that the insurer charges an adequate rate. It neces- 
sarily follows that rates should be adequate and that any cut-throat 
competition that goes to the extent of inadequate rates is not in the 
public interest and should be prohibited. Hence, laws may well provide 
that rates shall be adequate. So far as the independent or non-bureau 
insurer is concerned, what further is needed than that laws should 
provide that rates charged by insurers shall be reasonable, not unfairly 
discriminatory, and adequate? And should not this be so even if other 
provisions are necessary (as they are) for two or more companies joining 
together to make rates? Even in the brief of the government in the 
Southeastern Underwriters Association case (see page 92) it is main- 
tained,—‘“it is thus (after pointing out that “the soundness of an 
insurance company’s financial position can be guaranteed by measures 
which do not prevent the companies from competing”) possible to safe- 
guard the condition of the industry within a competitive framework.” 
Apparently the Commissioners likewise believe this to be true as respects 
the mutual, the cooperative, or ‘the participating carrier, because, as 
pointed out later in more detail, no prior approval or subsequent disap- 
proval is provided for as respects dividends paid or to be paid by them. 

Prior rate approval,—approval in advance of rates to be used,— would 
seem hardly necessary as respects the independent or non-bureau com- 
pany, and as already pointed out the Sherman Anti-Trust Act in no 
way applies to the independent or non-bureau company. All the state- 
ments whether of the former Attorney General or of the late President, 
as to effective affirmative regulation of rates by the State have reference 
to combinations of two or more companies or agreements of two or more 
companies to make rates. They have no application to the independent 
or non-bureau companies, because their operation is one entirely in 
keeping with the free, full, fair competition which it is the purpose of 
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the Sherman Anti-Trust and the other Federal Acts to maintain and 
preserve in a free, competitive economy. 

However, the situation as respects the Sherman Anti-Trust Act is 
different for the companies that join together to make rates. The bureau 
companies, those that belong to rating organizations, do need protection 
through state law from the Sherman Anti-Trust Act. Therefore, they 
must be regulated to that extent by State law. The regulation called 
for need not be the same as that provided by the Federal Act. It is not 
necessary, in other words, to pass a “baby” Sherman Act. “The word 
‘regulate’ is one of broad import” (St. Louis v. West Un. Tel. Co., 
149 U. S. 465, at. 469). 

The regulation contained in the Commissioners’ Bills permits the 
formation of rating organizations, calls for their being licensed by the 
State, provides for their examination and that their charters, by-laws, 
and agreements shall be in accordance with law and in the public 
interest, but then provides that their rates like the rates of all insurers 
must have prior or advance approval before being used. 

However much it may be desirable or necessary to have prior rating 
approval for groups of companies (and again it is to be observed that 
the remarks of the former Attorney General, particularly of November 
11, 1944, before the drafting committee of state officials of the Council 
of State Governments had to do with “a group of companies”) ,—when 
the Commissioners’ Bills go farther and provide for advance rate approval 
for others than “groups of companies,” we should be certain that the 
real purpose of Public Law 15 will be surely accomplished. 

That real purpose is well stated by Senator O’Mahoney in his recent 
address before the Insurance Federation of New York when he said,— 
“Congress wanted to stimulate and revive State authority and a free 
competitive economy.” (The italics are my own.) 

If the effect of the Commissioners’ Bills is to have approved in the 
first instance a single rate to be used by all companies, whether bureau 
or non-bureau, whether participating or non-participating, the non- 
participating stock company is put in a strait-jacket and at a definite, 
competitive disadvantage as respects price, since the dividend (which, 
it is important to note, under the Commissioners’ Bills does not have 
to be approved ahead of time or at any time or subsequently disap- 
proved) becomes a legalized rebate. 

The leading proponent for advance rate approval in a recent address 
before the American Bar Association in Cincinnati, Ohio, on December 
17, 1945, is reported as giving as one of the reasons for prior rate 
approval or disapproval the following: “(3) Advance approval or 
disapproval has been followed for years by many States in the Union 
on workmen’s compensation insurance. To recommend legislation aban- 
doning that principle in a field of social insurance would undoubtedly 
be regarded, and justly so, as a backward step.” 
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A long experience with workmen’s compensation rates in the so-called 
“closed” states shows that, under the practical operation of prior 
approval or disapproval laws in those states, but one rate is initially 
approved and for all types of carriers, with the result that the partici- 
pating carriers have had in such states a definite competitive advantage 
as to price, since their dividends have definitely been made legalized 
rebates. Where is there, under such laws, the “free competitive economy” 
which Congress (according to Senator O’Mahoney) “wanted to stimulate 
and revive”? 

If we are to read the Commissioners’ Bills in the light of the state- 
ments of its leading proponent, keeping in mind what he says about 
workmen’s compensation laws, can there be any doubt of the competitive 
advantage given the participating carrier and of the doing away of a 
“free, competitive economy” to that extent? And what shall be said of 
the failure to provide for any kind of approval whatever of the partici- 
pating carrier’s dividend? The stock non-participating carrier is put 
into a strait-jacket ; it can charge but one fixed rate, neither more or 
less, yet the participating carrier has a free hand, for after charging 
that approved initial rate it may pay whatever dividend it pleases, 
without approval of any sort. What could be more unfair? What 
greater step away from a “free, competitive economy” as between par- 
ticipating and non-participating carriers could be imagined? 

It may be argued by the proponents for the Commissioners’ Bills that 
under them the same initial rate for all types of carriers is not to be 
approved because of the statement in the “Purpose of Act,” as follows: 
“Nothing in this Act is intended (1) to prohibit or discourage reason- 
able competition, or (2) to prohibit, or encourage except to the extent 
necessary to accomplish the aforementioned purposes (to wit,—that 
rates “Shall not be excessive, inadequate, unfairly discriminatory or 
otherwise unreasonable”), uniformity in insurance rates, rating plans 
or practices.” But it is “actions which speak louder than words.” There 
is altogether too little in the sections of the bill itself which does away 
with the effects of the actual operation of the prior approval workmen’s 
compensation rating laws in closed states. 

The same idea set forth in “Purpose of Act” appears in Sec. 3 of the 
Commissioners’ Fire and Marine Bill,—“Making of Rates,” where is 
the provision of “(d) Except to the extent necessary to meet the provi- 
sions of subsection (b) (which is “Rates shall not be excessive, inade- 
quate, unfairly discriminatory or otherwise unreasonable”) of this 
section, uniformity among insurers in any matters within the scope of 
this section is neither required nor prohibited.” The “exception” which 
starts this subsection (d) results in leaving matters about as they are 
under the existing prior rate approval provisions of workmen’s com- 
pensation laws in the closed states. Under these, commissioners may, 
that is, they have the authority to, approve different rates for different 
kinds of carriers, but in practice, as a general rule, they do not. 
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Again, in Section 6 of the Commissioners’ Fire and Marine Bill is a 
provision for deviations. Under this the State Commissioner must find 
the deviation “to be justified,” but what may be grounds or reasons for 
justification do not appear save that the resulting premium must not 
be “inadequate, excessive, unfairly discriminatory or otherwise unreason- 
able.” This brings us right back again, practically, to the workmen’s 
compensation prior approval law of the closed states under which, as a 
general rule, no deviations from that initially charged and approved 
rate have ever been made. We are, therefore, a long way off from that 
“free, competitive economy” which is the underlying theory of Public 
Law 15, according to Senator O’Mahoney. 

It may be urged that under the New York rating laws deviations in 
certain liability lines have been approved. These have been authorized, 
however, only upon the theory that the company receiving the approved 
deviation has been able to demonstrate that it had a lower expense ratio 
than the average of all companies. But does that give free play to the 
idea of a “free, competitive economy”? The company receiving the 
deviation may have a lower expense ratio because less liberal in treat- 
ment of its employees or producers. Should a premium be put upon 
niggardliness of management? If Company B (with the higher expense 
ratio) is financially sound and has complied with all the requirements 
of state laws having to do with the financial structure of companies, 
why should it be deprived of furnishing to the public a wider field of 
choice merely because its expense ratio is higher than that of Company A 
which receives the deviation because of its lower expense ratio? Surely 
the public is not injured, because the financial soundness of Company B 
makes it certain that, if it loses money by using the “deviated” rate, 
the public will not lose. Recently, we have heard of a company that has 
earmarked a most substantial sum out of its surplus funds in order to 
enter and to experiment in a new field of insurance. No one maintains 
that this “venture” action on the part of this company should be pro- 
hibited. The public will benefit from, not be hurt by, this enterprise on 
the company’s part. Until it does appear clear by amendment or 
otherwise to the Commissioners’ Bills that a deviation may be justified 
on the ground that the public will not suffer from its being used by or 
approved for the perfectly solvent company, it can hardly be said that 
the theory of a “free, competitive economy” has been put into effect. 

To make it still clearer that the Commissioners’ Bills do stand for a 
“free, competitive economy,” they should contain a further provision 
that the State Commissioner shall, upon the request of a solvent carrier 
(one that has fully complied with all the requirements of state laws as 
to financial soundness of carriers), approve for such solvent carrier any 
rate he has approved as not excessive, not inadequate, not unfairly 
discriminatory, and not otherwise unreasonable for any other carrier, 
and if that other carrier be a participating carrier at its net rate. If it 
be said that the participating carrier’s dividend cannot be guaranteed 
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ahead of time, the rate thus to be approved for the solvent carrier 
should be the gross rate approved minus such percentage as is the 
equivalent of the average rate or average percentage of dividend paid 
by the participating carrier over the preceding (say) three years. What 
has been said about the solvent carrier’s right to deviation despite its 
higher expense ratio is equally applicable to this situation. 

Why should the public be limited in the matter of price competition 
to but one kind of carrier, to wit: the participating? Why should it 
be necessary in order to have full price competition for all carriers to 
be participating, competing as to price in the amount of dividend to 
be refunded? Why should the public not be entitled to a wider field of 
choice as to its insurance, especially since the public cannot be injured 
when doing business with a solvent carrier? How otherwise can a 
“free, competitive economy” be brought about? 

The strange anomaly of the Commissioners’ Bill is that it nowhere 
requires or calls for or even suggests the approval or the disapproval, 
prior or subsequent, of the dividends of the participating carrier. Such 
a carrier may pay such dividends as it pleases without fear of a super- 
vising authority intervening in any way. Such a carrier may pay little 
or much by way of dividend, yet the independent non-participating 
carrier, under the Commissioners’ Bills must have its rate approved in 
advance. If the independent carrier wanted to do ahead of time what 
the participating carrier really. does, to wit: charge a rate which would 
equal the participating carrier’s gross rate minus dividend, how can it 
do so? If the participating carrier may do as it pleases with the amount 
involved in a dividend, why should not the independent carrier to whom 
the Sherman Anti-Trust Act does not apply have an equally free hand 
in that part of its entire rate which is the equivalent of that with 
respect to which the participating carrier has an absolutely free hand,— 
the amount or extent of the dividend the participating carrier wants to 
pay or cannot be prevented from declaring? How otherwise can there 
be said to be a “free, competitive economy”? 

In passing, it may be noted that one of the most important matters 
in connection with insurance carriers is the investments it makes. Poor 
investments may wreck insurance companies, thus resulting in great 
injury to the insuring public. It is absolutely essential that companies 
deal only in sound investments. A very considerable body of state 
statutory provisions have to do with the kinds of securities in which 
companies may and indeed must invest. Yet on a matter of such grave 
importance to the public has it ever been suggested that there should 
be any prior or advance approval of investments? Do companies have 
to go to commissioners ahead of time in making investments to get 
approval of them? The commissioner has an effective and easy remedy 
if companies stray from the straight and narrow path laid down by 
investments statutes,—he may simply throw out the bad or unauthorized 
investment from the company’s assets. Just the threat of exposing the 





70 THE AMERICAN ASSOC. OF UNIV, TEACHERS OF INSURANCE 


bad investment, or proceeding, if the facts warrant it, to take liquidation 
action takes care of the situation. As pointed out earlier in this paper, 
the Attorney General, the Solicitor General, an Assistant Attorney 
General, certain special assistants to the Attorney General and a special 
attorney,—all pointed out in the brief they filed in the Southeastern 
Underwriters Association case on page 92, “The soundness of an insur- 
ance company’s financial position can be guaranteed by measures, which 
do not prevent companies from competing.” If prior approval be not 
required as to investments, is it necessary as to rates? 

Much more study may well be given to rate regulatory laws between 
now and the time for the passage of state legislation to be effective 
January 1, 1948. Real thought must be given to the other Federal Acts 
which may after that date affect insurance, and particularly must the 
effect of the Federal Trade Commission Act be considered. It may be 
that even the subsequent approval theory is not the complete answer,— 
and it may possibly be sufficient, if not even best, to provide that all 
insurers shall charge rates that are reasonable, adequate, and not unfairly 
discriminatory ; that rates thus to be charged be filed with the State 
Commissioner, and that, upon his own initiative or upon complaint, he 
may examine into their reasonableness, their adequacy, their unfairness 
of discrimination and if not convinced of their reasonableness, adequacy, 
or lack of unfair discrimination he may, subject to proper judicial review, 
issue cease and desist orders as to any unreasonable, inadequate, or un- 
fairly discriminatory rates,—likewise to provide for the licensing, with 
full powers of visitation and examination, of proper rating organizations 
and, also, making clear that there shall be that “free, competitive econ- 
omy” by providing, as already suggested, that the solvent carriers may 
have the right to use rates, not interfered with by cease and desist orders, 
of other carriers and if of participating carriers their net rates. 

The whole matter of rate regulatory laws deserves the most thorough 
study, debate, and discussion by all, but especially by those in the insur- 
ance business who must ever be mindful of the great responsibility which 
is theirs always to carry on that business “in the public interest.” 





DISCUSSION 


By Ratrpn H. Biancwarp 
School of Business, Columbia University 


My principal comment on Mr. Diemand’s paper is to say “more power 
to him.” Every step that is taken toward the ultimate ideal of author- 
izing insurance carriers to write any sort of insurance (except life) 
not contrary to public policy is a progressive step. As Mr. Diemand 
points out, no carrier would be required by such authorization to write 
insurance which it chose not to write, but it would make possible as 
complete coverage as any insurer might be willing to offer. 

If setting forth in statutory detail the lines of insurance which carriers 
may write has any purpose it is to prevent their venturing into lines 
the writing of which might endanger their solvency. But any reckless 
underwriter has sufficient scope to achieve bankruptcy in any line or 
combination of lines. Reliance must always be placed on the self- 
interest of underwriters and the vigilance of insurance departments to 
avoid unduly hazardous undertakings. Restricting the field of insurance 
is no protection. Rather, the multiplication of lines, other things being 
equal, makes for greater safety. 

Mr. Diemand refers us to Commissioner Mansfield’s paper. I share 
his approval of that paper, but I suggest that reading the three other 
discussions of the same subject in the same volume will show that the 
way of the innovater was as hard in 1914 as it is now. Then as now 
the arguments against broad powers could be reduced to “we do not 
want to be disturbed.” 

The business was seriously disturbed some years ago by the enterprise 
of inland-marine underwriters who trespassed on the preserves of the 
fire and casualty underwriters. Peace between them was achieved by 
dividing the territory through adoption of the Nation-wide Definition. 
Since that time a minor sort of United Nations Council has devoted 
itself to defining the application of the Definition, often with ludicrous 
results. The need of the insured for broad, flexible coverage has been 
subordinated in this procedure to the supreme need of the insurer not 
to be disturbed. 

The recommendations of the Diemand Committee were the result of 
compromise. As Mr. Diemand says, “The report as submitted to the 
Convention did not reflect the extent of the Committee’s deliberations, 
nor all that it would like to have accomplished.” This Committee was 
careful to recommend nothing that would impose “undue hardship on 
the existing system of insurance.” 

An argument often heard against all-risk policies and the granting 
of powers making them possible is that there is “no demand” for them. 
In a joint statement of the Insurance Executives Association and the 
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Association of Casualty and Surety Executives, dated June 3, 1944, the 
following appears: “Most careful inquiry convinces that as a matter of 
fact there has not been nor is there now real public demand for multiple 
line underwriting—certainly not an informed demand.” Yet answers to 
a questionnaire addressed to insurance buyers by the American Manage- 
ment Association show the following percentages of replies in favor of 
the various proposals of the Diemand Committee: Proposal I, 71; II, 62; 
Ill, 73; IV, 76; and V, 73. Recently, bills implementing the Diemand 
recommendations were introduced in the New York State Senate at the 
instance of Risk Research Institute. It is difficult to imagine where one 
would turn for a more “informed” demand. 

As to uninformed demand, that of the mythical average buyer, should 
insurance carriers refuse to introduce new and improved coverage because 
it has not been demanded? The insurance business, like the automobile 
manufacturers, should constantly improve its product and offer the 
improvements for the appraisal of the public. 

Turning to Mr. Stone’s paper, I note that it is devoted almost 
entirely to the problem of rates under Public Law 15. This is in line 
with current discussion, but it seems to me that attention will need to 
be given to many other subjects, if state regulation is to exempt insur- 
ance after January 1, 1948 from the several fedcial acts which are the 
subject of that law. There will need to be 2 complete overhauling of state 
laws, methods, and personnel. If such an overhauling does not take place, 
federal regulation under these and further acts will not be long delayed. 

Mr. Stone refers to the generally accepted principles that rates shall 
be “reasonable, adequate, and not unfairly discriminatory.” I should like 
to amend that statement to read “reasonable, adequate, and fairly dis- 
criminatory.” I believe that variation in rates is justified wherever it can 
be shown that probabilities of loss or expense vary, subject to the qualifi- 
eation that the advantages of exact rates may be nullified by the cost of 
calculating and administering them. 

Mr. Stone’s quotation from the government’s brief in the South- 
Eastern Underwriters case deserves thought: “The soundness of an 
insurance company’s financial position can be guaranteed by measures 
which do not prevent the companies from competing.” While leaving 
rate structures entirely to the option of the companies might result in 
injustice, I believe that care should be taken not to erect so rigid a 
system of regulation that the public does not get the benefit of price 
competition. Probably it would not be practicable to adopt the life- 
insurance system of regulation, but that system may be suggestive of 
possibilities for fire and casualty insurance. As in marine insurance, the 
carriers should have some freedom to quote on tailor-made policies for 
peculiar circumstances. But any freedom for competition should carry 
with it the obligation to make full information available to the regulatory 
authorities. 

I am unable to agree with Mr. Stone that the expected net rates of a 
participating carrier are a proper criterion for approval of rates for 
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other carriers. Such net rates are largely determined after the fact and 
vary between participating carriers—recently, at least two New York 
participating carriers have eliminated dividends on automobile liability 
insurance ; others have reduced dividends. Further, the method of opera- 
tion and services of participating and non-participating carriers often 
differ in important essentials, particularly in the acquisition of business. 

I am inclined to sympathize with Mr. Stone’s view that rates should 
be subject to “subsequent disapproval” rather than “prior approval.” 
With competent and adequately staffed insurance departments it might 
even be found practical to limit the commissioner’s function to ordering 
revisions of rates found improper on examination. But in all cases there 
should be filings, not only of rates but of the experience and methods 
of calculation serving as bases for rates. 
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Mr. Chairman: Gentlemen: 

Please permit me to take this opportunity to thank you for your kind 
invitation to speak to you this evening. 

As you know, I am not an expert on post-war insurance problems. 
At this time, I happen to be Superintendent of Insurance of Ohio. You 
certainly can appreciate my position tonight, when I say that you, as 
teachers of insurance, could propound questions to me in an examination 
which I could not answer. I seem to have company, since there are so 
many perplexing problems and questions facing the insurance industry 
upon which the best minds of that great industry fail to agree. I shall 
not endeavor to answer these questions, but simply express my personal 
opinion of some of them. 
















Ratine Laws anp State INsuRANCE DEPARTMENTS 


Probably the most important and immediate post-war problem, facing 
both the industry and state departments, is that dealing with rating 
laws. Since these subjects have undoubtedly been discussed in detail by 
distinguished gentlemen at this meeting, I shall not bother you with a 
detailed discussion of such laws. 

As Superintendent of Insurance of the state of Ohio, I have attended 
numerous meetings of various committees of the National Association 
of Insurance Commissioners, where a sincere effort was made to draft 
rating laws with the advice and assistance of representatives of that 
branch of industry, affected by the proposed law. 

If state regulation is to be preserved, the time has long since arrived 
when the closest cooperation between the insurance industry and the 
public, as represented by various state insurance officials, should be 
maintained. The industry itself does not seem to be united on the type 
or provisions to be contained in rating laws. Certain groups insist 
upon these laws containing provisions favorable to their particular 
companies, societies, or business methods, thereby obtaining legislative 
advantages over competitors, overlooking the fact that the all-important 
date, January 1, 1948, is fast approaching. 

As a result of this lack of cooperation, the legislative committee, of the 
National Association of Insurance Commissioners, deemed it expedient 
to draft model fire and casualty rating bills, which were submitted to 
the Commissioners at the Grand Rapids meeting in December, 1945. 
(74) 
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I believe you will agree that an impartial study of these bills will 
reveal them: 


To be comparatively simple in form and language. 

Meeting the requirements in the decision of the U. S. 
Supreme Court in the case of the Southeastern Underwriters. 

They represent a sincere effort to meet the requirements of 
Public Law 15, so far as rating laws are concerned. 


Ohio has no control over many insurance rates, except by an anti- 
discrimination act and anti-compact law. Ohio has no control or laws 
affecting casualty insurance rates. 

The Ohio Legislature meets on the sixth day of January, 1947. The 
Department must, therefore, consider the problem since it appears that 
legislation will be mandatory. 

It is to be hoped that industry will forget its jealousies and prejudices, 
and endeavor to cooperate with state officials, looking toward enactment 
of legislation protecting the public, preserving state regulation, and 
maintaining competition in the industry, which is a healthy condition 
for the public. 

Ohio is fortunate in this respect. We have approximately one year for 
further consideration and study of these laws. Assuming that legisla- 
tion will be enacted, establishing rate controls, we then face the problem 
of administration. This is no small problem when the importance and 
magnitude of the subject is considered. 

As Superintendent of Insurance of the state of Ohio, I pause to take 
inventory of the Ohio Department and its ability to put into force 
rating laws and regulate rates adequately. The Ohio Department has 
50 employees, consisting of 20 company examiners, 30 department heads, 
clerks, typists, stenographers, and other office personnel ; no one of whom 
would be qualified, including myself, to judge fairly the reasonableness, 
adequacy, or fairness of a fire or casualty rate. 

A moment ago, I mentioned personnel. To find the necessary personnel 
qualified by education and sufficiently experienced to understand the 
intricate details of rating is a problem to be solved. As a suggestion, 
it might be well for some university to offer this type of instruction, 
since it is quite apparent there will be a future demand for persons with 
this type of education. 


Natronat HeattH INSURANCE 


So far, I have considered only one phase of the post-war insurance 
problems. Suppose we consider another which, to me, is just as important 
as that of rating, and which affects the industry just as vitally. 

Only several weeks ago, the President of the United States advocated 
a National Health Insurance Plan. Here again, we have Federal regu- 
lation, not only advocated, but carried another step forward, with the 
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result that Federal Government, in the event this law is enacted, will 
be in the insurance business. A great many people, in and out of the 
industry, condemn our officials at Washington for these programs. 
I sometimes wonder if this criticism is properly placed. It has been the 
history of our great country that the people must be served. If industry 
cannot, or will not, render the service demanded by the public, then 
other programs are suggested and developed. I need mention only a 
few of these programs which are now laws: The Federal Deposit Insur- 
ance Corporation; the Social Security Program, which is a form of 
insurance ; various State Unemployment Compensation Laws, a form of 
insurance; Home Owners Loan Corporation Acts; Farm Security Act, 
and others which could be readily mentioned. 

Suppose we stop and ask ourselves two questions: 


1. Has the insurance industry properly served the public in 
the past? 
2. Is the public being served properly now? 


I believe the answers to both questions can, in the main, be answered 
in the affirmative. There are exceptions, as in all cases. 

A moment ago, I mentioned the National Health Program. Is there 
a reason for it? I believe there is. I learned a large portion of the 
complaints against companies handled by the Ohio Department are 
chargeable to this branch of the industry, and without commenting upon 
the reasons, therefore, I think you have the answer. I merely point 
this out, not as an indictment against any portion of the industry, but 
as an example of what is happening in one of the 48 states. If the 
same situation prevails in all states, I think you can understand the 
public is not being served properly by the industry, with the result, 
various programs are suggested from time to time to provide that 
protection, and sometimes find their way onto statute books. In this 
instance, National Health Insurance. 


SociaLizep MgEpIcINE 


You have probably heard of the Murry-Wagner-Dingall Bill, sometimes 
referred to as a bill to provide socialized medicine. I shall not discuss 
the merits or demerits of this controversial issue. An effort is being made 
by interested groups to organize private insurance companies, and to offer 
protection to the public, so that passage of the Murry-Wagner-Dingall 
Bill will not be necessary. It is to be hoped they will succeed. Several 
weeks ago, I licensed a company in Ohio for that purpose. 

When I consider the contract this company proposes to offer, I wonder 
if the public will be served properly. Unless it is served properly, not 
only in Ohio, but in other states, this bill may become law, and then 
we will have, according to some individuals, socialized medicine in this 
country. I point this out as an illustration of another post-war problem. 
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TAXATION 


Another post-war problem confronting state departments and com- 
panies is that of taxation. This is an immediate problem. It is another 
problem which arose as a result of the Southeastern Underwriters’ case. 
In Ohio, it is a real problem. During the year 1945, the Ohio Insurance 
Department certified to the State Treasurer, for collection, taxes levied 
against insurance companies amounting to the sum of $9,109,604.90. 
The entire operating budget for salaries and other requirements of the 
Department during the same period was $149,573.68, which includes a 
sum to be expended for installation of a new method for issuing approxi- 
matly 120,000 agents’ licenses per year, with the sum of $3,362.68 being 
returned to the General Revenue Fund, December 31st, as unexpended. 

I have mentioned taxes. Now permit me to point out some inequalities 
in the Ohio Insurance Law, as they affect taxes levied against insurance 
companies. Of the sum of $9,109,604.90, a total of $302,192.21 was 
levied against domestic companies, the balance of $8,807,412.69 being 
levied against foreign companies. A sincere effort was made to correct 
these inequalities during the last session of the Ohio Legislature, bi t 
without success. The result of that failure is: that there are now 
pending in the Common Pleas Court of Franklin County, Ohio, 12 law 
suits, filed by the foreign insurance companies seeking to have the Ohio 
Tax Laws declared unconstitutional. The amount of taxes involved in 


this litigation, the use of which the state is denied, amounts to the sum 
of $1,526,055.89. Six suits by foreign insurance companies are pending 
in the District Court of the U. S. at Columbus, Ohio, involving the sum 
of $42,674.97. The total amount of taxes in litigation is $1,568,730.86. 
Therefore, it is not difficult to understand the magnitude of this post- 
war problem facing both industry and state officials. 


LiFe INSURANCE 


So far, I have not discussed any phase of life insurance. I do not 
believe it is affected so vitally by the Southeastern Underwriters’ Asso- 
ciation case, as some other branches of the industry. Life insurance 
companies are rendering a service to the American people for which 
they may be justly proud. These companies, however, are not without 
their post-war problems. 

An immediate problem confronting life insurance companies is that 
serious problem of investments. Will they be able to earn sufficient 
income from investments to maintain their interest assumption on 
reserves on outstanding policies at prevailing low interest rates? Some 
companies are now experimenting with housing projects. This field of 
investment should receive serious study before investment laws are 
relaxed to permit extensive investment in such projects. It may be 
assumed that this type of investment is presently remunerative. Will it 
continue to be so? I do not think it expedient for life insurance com- 
panies to enter either the housing or building business on a larger scale. 
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I think the risk to be too great in consequence. Some state investment 
laws must be amended to permit this type of investment. If the public 
is to be protected by maintaining solvent insurance companies, this 
matter should receive considerable study by state officials. 

While discussing life insurance companies, possibly I should mention 
Fraternals. These companies have advanced progressively since their 
origin in this country about 80 years ago. They are writing policies 
similar to so-called old-line companies. Past supervision of these com- 
panies by state officials has not been good. May it be said to the credit 
of the officials of this branch of the life field, in an effort to 
their companies, they are presently engaged with the Fraternal Com- 
mittee of the National Association of Insurance Commissioners in 
writing a new Uniform Fraternal Code. It is designed to strengthen 
greatly these companies in their field of operation. Although the new 
Code is not perfect, it is in most respects a vast improvement over 
present Codes, and a milestone in Fraternal Insurance Laws. It has 
been enacted in one state in its present form, and undoubtedly will be 
submitted to other State Legislatures in the near future. This is 
another post-war problem. 


AGENTS’ QUALIFICATIONS 


An equally-important matter to be faced by State Insurance Depart- 
ments is that relating to the qualifications of agents. Most states have 
agent qualification laws. Some states do not have any such laws. Last 
year, the Ohio Department renewed the licenses of approximately 
120,000 agents, and issued 3,725 licenses to new agents. It must be 
borne in mind these are the people selling insurance to the public. It is 
my opinion that a great number of complaints filed with the various 
Insurance Departments are the result of poor selling on the part of 
agents. To me, there is certainly something more to the selling of 
‘insurance than delivering a policy and taking the premium from the 
customer. Unless the agent is schooled properly (which is a company 
duty) and examined and tested as to his knowledge of the insurance 
laws, and branch of the industry in which he intends to enter, the 
public will suffer. 

There are those who say to me “Your examination is too difficult.” 
With this statement I cannot agree. When the importance of insurance 
is considered together with the technical and legal language used in 
insurance contracts, coupled with the fact that few people read or 
understand thoroughly their contracts, how can it be said conscientiously 
that educational requirements and qualifications for agents should be 
lowered? If the public is to be protected, the agent should be familiar 
with the type of insurance best suited to the needs of the individual to 
whom the policy is being sold. 

In my opinion, requirements and standards for licensing agents should 
be maintained on a high level, and agent-qualification laws should be 
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strengthened with new laws enacted by those states not having such laws. 

Time will not permit a detailed discussion of any of these subjects. 
I have touched the surface only, and tried to point out a few problems 
to be solved. Volumes could be written on each, as well as many other 
problems facing the industry. To me, these problems are real, and 
must be solved. The future of insurance as an individual enterprise is 
bright, if all parties concerned will bear in mind that the business of 
insurance is one of great public interest. The public interest should be 
paramount. It must be protected and served properly. 

Upon you, the members of this Association,:as Professors of Insurance 
Law, falls the duty, as well as the privilege, to enjoy an enviable 
position ; and to render a real service to the public, as consultants to 
companies and instructors of students who will be the executives, com- 
pany officials, and state supervisory officials of tomorrow. 

I thank you. 
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From the point of view of the production of new life insurance and 
the conservation of outstanding ordinary insurance the results for the 
year 1945 were eminently satisfactory. The following data for new 
business and insurance in force are based upon estimates for all United 
States legal reserve life insurance companies, released in the latter part 
of December by the Life Insurance Association of America. Amounts 
of insurance are expressed in millions: 


NEW LIFE INSURANCE PAID-FOR 
(Not including revivals or increases) 


Change in 1945 Average New Policy 








Class 1944 1945 Per Cent 1944 1945 
Ordinary ....... $ 9,374 $10,400 + 10.9 $1,916 $2,047 
Industrial ...... 3,511 3,500 — 3 278 285 
SNEED Sec ccccccs 1,706 1,400 —17.9 

Total .ccccces $14,591 $15,300 + 49 


The total of $15.3 billions in 1945 is the largest since 1931 and is 
about 84 per cent of the record production of 1929. The average new 
policy increased somewhat both in the ordinary and industrial branches. 
The amount of industrial insurance about held its own. Group declined 
materially and an investigation of figures month by month during 1945 
indicates that the reduction was spread throughout the year. It will be 
interesting to observe whether this trend will be reversed in 1946. 

The ending of the war has resulted in the return of many servicemen 
to the ranks of the agency forces of the companies. In order to prepare 
them to take up their solicitation work again many companies have 
provided special refresher training courses. The production of these 
returned veterans and of the new men who will be recruited from sources 
which were not available during the war should help to make 1946 an 
excellent year for new business. It is earnestly to be hoped, however, 
that the companies will exercise great care in the selection and training 
of new agents to the end that the public may be adequately served and 
the business properly represented in contacts with present and prospective 
policyholders. 
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LIFE INSURANCE IN FORCE AT END OF YEAR 
Change in 1945 Average Policy in Force 
945 








Class 1944 1945 Per Cent 1944 1 
Ordinary ...... $ 97,577 $104,000 + 66 $2,070 $2,085 
Industrial ..... 27,048 28,200 + 43 269 273 
GROER. <ccvedece 24,446 22,400 — 84 

THU -ccneces $149,071 $154,600 + 3.7 


Ordinary and industrial insurance outstanding each increased during 
1945, whereas group insurance in force declined, reflecting not only the 
decrease in new business but the cancellation of substantial amounts of 
insurance on workers in war plants which curtailed operations after 
V-J Day. It is estimated that the number of policyholders has now 
increased to 71 millions. 

It is interesting to note that not only was the average new ordinary 
policy in 1944 and 1945 lower in amount than the average outstanding 
ordinary policy in those years but the average outstanding policy 
increased during 1945. To discover the reason for this apparently 
anamolous situation would require an analysis of the composition of 
the new and old business and of the terminations of outstanding insur- 
ance which cannot be made from the data available. 

Lapses and surrenders of ordinary insurance were probably at an even 
lower rate than the record low 1944 figure of 1.3 per cent of insurance 
outstanding at the beginning of that year. There are indications that 
terminations have been increasing since the end of the war but the 
record for the year as a whole appears to have been excellent. 

In connection with the subject of conservation it is significant that 
the National Association of Life Underwriters in 1945 inaugurated a 
program of National Quality Awards available to its members who 
have been full-time representatives of their companies, with appropriate 
provision for veterans absent in the service. The awards in 1946, for 
example, will be made to applicants who have had a persistency record 
such that at least 90 per cent by number of lives or amounts, whichever 
is higher, of the ordinary business of 1944 and 1945 is still in force 
at the end of the latter year. The applicant must have paid business in 
his present company in each of the two years of not less than $150,000 
on at least fifteen lives and, although credit will be given for industrial 
production, at least $100,000 of the $150,000 must be ordinary or 
monthly ordinary in each of the two years. A move of this kind should 
be a constructive one in placing more emphasis than heretofore on the 
production of high quality business. 


Nationat Service Lire Insurance 


National Service Life Insurance outstanding just before V-J Day 
amounted to about $125 billions. Much concern has been felt by those 
interested in the conservation of that insurance because a large propor- 
tion of men on leaving the armed forces are not continuing their policies 
in force. As of the end of 1945 the amount in force is reported to have 
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declined to $96 billions, a reduction of 23 per cent from the figure above 
quoted. The reasons for dropping insurance are many but the most 
important is the obvious fact that young unmarried men in their early 
twenties are not sold on the idea of putting up from $145 to $235 a 
year for $10,000 of permanent life insurance. Some day they will be 
persuaded by life insurance agents to carry insurance for the protection of 
the families they will acquire but in the meantime they are either short 
of funds or would rather spend their money for something else. 

Some veterans are dropping insurance because of the limitations on 
the class of beneficiaries eligible to receive the insurance, and some prefer 
te deal, even at greater cost, with companies rather than with govern- 
ment bureaus. What the differential in cost will turn out to be between 
government insurance and that of the companies no one can say. The 
government, of course, will pay all expenses of administering the insur- 
ance. No charge has been included in the premiums to cover the cost 
of the provision for the waiver of premiums on account of total disability. 
The excess mortality cost and the cost of the waiver of premiums on 
account of total disability, when death or disability is traceable to the 
extra hazard of the military or naval service, are also borne by the 
government. The policies are written on a 3 per cent reserve basis and 
this may mean that a higher rate of return will be available to holders 
of these policies than to policyholders in the companies. We should 
also bear in mind the probability that Congress may liberalize the 
conditions surrounding the insurance so that it will be more attractive 
than at present. 

National Service Life Insurance is a bargain and more veterans 
should be retaining their insurance than now appears likely. 


INVESTMENTS 


It is no secret that the biggest headache in the life insurance business 
has to do with the low interest rate available on investments suitable 
for life companies. The scarcity of investment outlets other than gov- 
ernment bonds resulted in a large increase in government bond holdings 
which now approximate 47 per cent of total assets. With the probable 
cessation of long term borrowing by the government, for some time at 
least, and with only a slowly developing mortgage loan market, the 
investment problems of the life insurance companies in 1946 will be 
difficult of solution. Competition for the available supply of outstanding- 
ing investments will force up the prices of many securities so that yields 
will be lower than ever. This is already evident in the prices of the 
longest term 24 per cent U. S. Government bonds which have recently 
been selling on a basis to yield 2.22 per cent to the call date in 1967. 

Outstanding investments at the beginning of 1945, and as estimated 
as of the end of the year by the Life Insurance Association of America, 
for 49 U. S. legal reserve life insurance companies having about 91 
per cent of the total assets of all such companies, are as follows. 
Amounts are stated in millions: 
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INVESTMENTS OF U. 8. LIFE INSURANCE COMPANIES 
Percent of par Assets 


Beginning End of 1945 Beginning 


End of 1945 








Type of Asset of 1945 (Estimated) of 1945 (Estimated) 

U. 8. Government Bonds......... $15,277 $18,900 41.0 46.6 
State, County and Municipal Bonds 897 504 2.4 12 
Canadian Government Bonds... ... 990 1,107 2.7 2.7 
a atdliipe py re 2,672 2,928 7.2 72 

Public Utility Bonds............ 4,936 5,028 13.2 12.4 
TOURER o's coc ccc cvcssicnsese 1,802 2,028 4.8 5.0 
Farm Mortgages ............++++ 699 19 16 
Other Mortgages .............+-- 5,138 13.8 12.3 
pe Sn ma and Premium Notes.. 1,872 1,667 5.0 41 
Real BBncinovcercvvecdccessve 706 2.5 17 
Preferred and Guaranteed Stocks ps = 12 14 
ercccccvccccccccs 1 a 4 

Other Asssts.......ccccccccvccee 867 887 2.3 2.2 
GE ead 43040 cnsee desesinte’ 601 500 1.6 12 
SUE baron danccaancecdeses $37,265 $40,600 100.0 100.0 


The total assets for all U. S. companies are estimated to be 
$44,700,000,000, an increase of about $3,646,000,000, or 8.9 per cent 
during the year. Payments to beneficiaries are estimated to have been 
$1,300,000,000, and to living policyholders, $1,400,000,000. The total, 
$2,700,000,000, compares with $2,500,000,000 in 1944. 

Because of high prices companies have been selling state, county and 
municipal bonds with the result that there has been a substantial decline 
of the order of 35 per cent in this category. Policy loans have decreased 
from 5.0 to 4.1 per cent of assets, a far cry from the top figure of 


nearly 18 per cent in 1932. 


Real estate holdings declined from 2.5 to 1.7 per cent of assets reflect- 
ing the favorable opportunities to sell real estate in 1945. Mortgage 
loans, approximately 14 per cent of assets, declined during 1945. Looking 
into the future this figure should increase materially as the building 
boom develops. If anything like the old figure of 30 per cent reached 
in the 1920s for mortgages in the non-farm classification should be 
attained in, say, the next ten years, it might mean a net increase in 
mortgage loans of some $15 billions during that period. 


CHANGES IN Premium Rates 


The Review for 1944 discussed the consequences of steadily declining 
interest rates, especially as they affect the cost of insurance to policy- 
holders and the pretaium rates and nonforfeiture values in new policies 
issued by some companies. The continuing decline in 1945 underlines 
still more heavily the large cost policyholders are paying for the easy 
money policy of the government. 

A few more companies have changed premium rates during 1945— 


the most important being 


a change to a 244 per cent basis using the 


Commissioners’ Standard Ordinary (CSO) table mentioned in last year’s 
Review. Because in making the change the old method of relating cash 
values to reserves was used it was not necessary to wait until all the 
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states had enacted the new nonforfeiture law recommended by the 
Guertin Committee, also mentioned in last year’s Review. Generally 
speaking, the premium rates of the company referred to based on the 
new 214 per cent CSO table are higher than those previously in use 
based on the 3 per cent American Experience table. 

A disturbing element in the present situation has been the failure 
of the key state of New York to enact the new nonforfeiture legislation. 
In consequence many companies have been uncertain as to what program 
to adopt regarding new premiums and nonforfeiture values. Nine more 

“states enacted the new standard nonforfeiture law in 1945 but 14 states 
and the District of Columbia have yet to act. Since the new program 
in many states must be put into effect by January 1, 1948 the time is 
getting short and it looks as though there would be tremendous activity 
in 1947 preparing for the change. The staffs of the state insurance 
departments would seem to be in for a strenuous time as the deluge of 
new policy forms is submitted to them for approval. 

Referring to the proposed changes that will be made January 1, 1948 
it may be questioned whether the business of life insurance will be well 
served if companies generally fail to take advantage of the new method 
of computing cash values and simply revert to the old timeworn method 
of subtracting a socalled surrender charge from the reserve to determine 
the cash value. The Guertin proposal, now embodied in the laws of 
many states, permits of a more scientific method of determining cash 
values and it is to be hoped that there will not be such a stampede to 
continue the old method that it will block significant use of the new one. 

One consequence of the use of the more modern CSO mortality 
table will be to change the incidence of net cost to policyholders. 
However over the years it should not affect the aggregate cost to all 
policyholders combined, taking withdrawal values into account. In 
general the net cost to policyholders will be raised in the early policy 
years and reduced in the later ones, the present value of the cost at 
time of issue being about as before, other things being equal. This change 
in the incidence of net cost is particularly true of policies issued at the 
younger ages where the difference between the rates of mortality of the 
American Experience and CSO tables is greatest. For example at 
age 25 the American Experience table rate of mortality is 8.07 per 
thousand as against 2.88 in the CSO table. At age 60 they are 
26.69 and 26.59 respectively. Although the CSO table will tend to 
build somewhat higher reserves in the earlier years the increase 
in excess interest earned on these slightly higher reserves would be 
small compared with the reduction in the mortality margins. Thus the 
dividends in the early years will be smaller than heretofore. However 
with the advance in the age of the policy and the consequent increase 
in reserves the weight of the excess interest element becomes greater, 
causing the dividends to rise rather more steeply than heretofore. 

Whether the raising of net cost to policyholders in the early policy 
years when generally speaking premium payments are hardest to meet 
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will hamper the sale of life insurance remains to be seen. It would be 
interesting to know whether many of those who were calling vigorously 
for the adoption of a new mortality table realized the consequences of 


following their program. 
MortaLiry EXPERIENCE 


There is every reason to believe that the mortality experience of 1945 
was favorable. War deaths of course were included in the experience 
but they apparently were offset by a favorable civilian mortality. 
Complete figures are not available but it may be anticipated that the 
deaths since Pearl Harbor directly traceable to the war, such as those 
from enemy action, combat operations of war service accidents, will prove 
to be not far from 5 per cent of total claims during the same period. 

This might raise the question whether it was necessary to have 
adopted the socalled war clause in new policies as was done by practically 
all companies shortly after Pearl Harbor. The answer is clearly in the 
affirmative since had there been no protective clause large amounts of 
insurance would have been applied for on the lives of young men who 
faced the prospect of war service. Such applicants would have had to 
be declined or limited severely in amount and a very difficult situation 
would have been created. 

Many companies following the cessation of hostilities waived the war 
clause as to all deaths occurring thereafter. One large company 
announced that it would pay in full all war claims occurring during 
the war under policies containing the war clause. The feeling in most 
companies is against taking similar action. 


Lire InsurRANCE Mepicat ResEarcH Funp 


A significant development in 1945 was the setting up of the Life 
Insurance Medical Research Fund supported cooperatively by 148 life 
insurance companies, to make grants to existing medical research 
projects and to establish research fellowships to enable qualified men 
to engage in medical research activities. In November 1944 when the 
project was in the formative stage under a joint committee repre- 
senting the American Life Convention and the Life Insurance Asso- 
ciation of America a conference was held with 19 outstanding medical 
men in order to obtain their advice about the need for such a fund and 
the field in which it should operate. 

There was no doubt in the minds of the conferees that a need for 
such a Fund did exist. It was agreed that at the outset the Fund should 
concentrate in the field of disease of the heart and arteries, the primary 
causes of death among policyholders and among the public generally. 
Strangely enough, in proportion to need relatively little was being 
expended for research in this field. In 1940 foundation grants for thie 
purpose were only about $200,000. Research in the field of cancer, the 
second cause of death, is being much better supported. 








86 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


The Fund has a Board consisting of 9 presidents and chairmen of 
life insurance companies, an Advisory Council of 8 prominent medical 
men with Francis G. Blake, M.D., Dean of the Yale University School 
of Medicine, as chairman, and an advisory group of 4 life insurance 
medical directors representing the two organizations of medical directors. 
The contributions for 1946 from the 148 member companies, 10 of whom 
are Canadian, amount to approximately $585,000. All the member 
companies have expressed their intention of continuing contributions 
for a 6 year period. As an indication of the extent to which the Fund 
is being supported it is interesting to note that United States member 
companies have in force approximately 93 per cent of the total insurance 
in force of all United States companies. 

Because the Fund was organized late in 1945 only one-fourth of that 
year’s contributions were called for. Of the amount collected grants 
totaling $126,525 have already been made to 8 specific research projects 
in the cardiovascular field in 6 university medical schools. 

The writer of this Review had the privilege of serving as chairman 
of the joint committee which organized the Fund and is now serving 
as chairman of its Board. 


REGULATION AND TAXATION 


The revolutionary 4 to 3 decision of the Supreme Court in 1944 
holding that insurance is commerce and hence subject to federal regu- 
lation was followed in 1945 by Public Law 15 by which Congress gave 
the individual states the opportunity to enact legislation which would 
adequately accomplish what the federal anti-trust acts accomplish in 
the federal field. The deadline for the enactment of the state laws is 
January 1, 1948. As a consequence there have been many conferences 
of various branches of the insurance business and of the insurance com- 
missioners, seeking to formulate first, the major principles and second, 
the details of the proposed state legislation. 

Out of these activities there developed what is known as the All 
Industry Committee representing all branches of insurance. This Com- 
mittee, working with a Committee of the National Association of 
Insurance Commissioners, is aiming to have legislative proposals in 
shape to present to the 1947 Legislatures of the states. Only 9 state 
legislatures meet regularly in 1946 and it is not anticipated that they 
will seriously inaugurate legislative proposals in this field. The year 
1947 however will be a year of strenuous activity in the state legis- 
latures, and on their success in achieving the goal of satisfactory regu- 
latory legislation the outcome of state regulation of insurance will 
depend. The problems are exceedingly complex and a vast amount of 
work has been done, and still remains to be done in the months ahead, 
to find satisfactory solutions. 

Generally speaking the life branch of insurance has by far the lesser 
number of problems to solve. Life insurance companies have not 
developed practices which have the apparently monopolistic character 
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inherent in the rate-making procedures essential to the fire and casualty 
insurance business. Life insurance however is concerned, along with 
other branches of insurance, about possible activities of the Federal Trade 
Commission in extending federal, and undermining state, regulation. 
This situation is of course claiming the attention of the All Industry 
Committee and of the Insurance Commissioners. 

Public Law 15 also expressly provides for the taxation of insurance 
by the several states, using the following language: 


The Congress hereby declares that the continued regulation 
and taxation by the several states of the business of insurance 
is in the public interest, and that silence on the part of the 
Congress shall not be construed to impose any barrier to the 
regulation or taxation of such business by the several states. 

The business of insurance, and every person engaged therein, 
shall be subject to the laws of the several states which relate 
to the regulation or taxation of such business. 


This language would appear clear but on examination becomes more 
complicated. For example a number of states have had premium tax 
laws under which domestic insurance companies have been paying lower 
taxes on their domestic business than have been paid on the corre- 
sponding business of out-of-state companies. Missouri for example 
required no premium tax to be paid on the Missouri business of 
Missouri companies whereas a New York company would pay 2 per 
cent on its Missouri business. The question was at once raised whether 
these discriminatory taxes were a burden upon interstate commerce and 
hence unconstitutional. For fear they might be so held, and because the 
revenues of the state might be impaired if discrimination were con- 
tinued, Missouri changed its laws to make premium taxes the same on 
Missouri business of Missouri companies as on that of out-of-state 
companies. Twenty-three other states took action to remove discrimi- 
nations of one kind or another. 

A number of states however did not change their laws and in conse- 
quence the directors of insurance companies found themselves in a 
difficult position. If they paid taxes to states having discriminatory 
taxes they might be held personally liable if the Supreme Court should 
later declare the tax laws unconstitutional. Accordingly 21 states enacted 
laws intended to remove such liability where directors pay such taxes. 

To date decisions have been handed down by the Supreme Courts of 
3 states, Indiana, Kansas and South Carolina, and each court has held 
the premium tax law of its state valid despite the fact that it differ- 
entiates in favor of domestic companies. A lower court decision has 
just been announced in Illinois, holding the Illinois premium tax invalid 
because of the discrimination. The Kansas and South Carolina decisions 
are now on appeal to the United States Supreme Court. I shall not 
hazard a guess on what that Court will decide. 
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ORGANIZATION CHANGES 


Record should be made of the merger of the Life Agency Officers’ 
Association and the Life Insurance Sales Research Bureau into the 
new Life Insurance Agency Management Association with John Marshall 
Holcombe, Jr., as Manager. 

Dave E. Satterfield was elected Executive Director and Bruce E. 
Shepherd, Manager of the Life Insurance Association of America. 


INFLATION 


Last year mention was made of the cooperative educational campaign 
in the newspapers supported by some 160 life insurance companies, 
carrying the message that saving money through war bonds, life insur- 
ance and savings accounts is an important factor in avoiding inflation 
and in building up personal security. That campaign is being con- 
tinued in 1946. 

Unfortunately since the end of the war forces have been loosed in 
this country which greatly increase the danger of inflation. These forces 
are the result in part of the wage demands of powerful unions. During 
the war such wages were paid out of the proceeds of taxes and borrowed 
money, and in the process the country experienced a rise of about one- 
third in tie cost of living. This figure undoubtedly understates the 
actual rise, since the higher prices in the black market and the reduced 
quality of goods are not reflected in the official indices. Moreover many 
prices would have gone higher had it not been for government controls. 

Now that the war is over wages must be paid out of the proceeds of 
the sale of goods and services to consumers unless we are to experience 
severe inflation and a possible breakdown of our economy. The wage 
demands that have precipitated the recent disastrous strikes go far 
beyond what can be met by increased productivity of labor at the present 
stage of development and the only way they can be met is by an infla- 
tionary rise in prices. This is a menace to the entire country and in 
particular to life insurance policyholders and to all dependent on 
fixed incomes. 

Two other inflationary forces in our national economy are deficit 
financing and the manner in which our national debt is being handled. 
Bank deposits and circulating currency have greatly expanded during 
the war through deficit financing and the consequences of the increased 
purchasing power thereby brought into being can be serious indeed. 
The government should reduce expenses, balance the budget and begin 
to reduce the debt. 

At the same time it should take steps to utilize the savings of the 
country to take up as much as possible of the debt now in the hands of 
the banks. Because of the mistaken belief in Washington that abnormally 
low interest rates are beneficial the situation is not being properly 
handled. If the government would issue long term bonds yielding a 
return that would be fair for the investment of the savings of life 
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insurance policyholders and others the proceeds of the sale of such bonds 
could be used to retire short term debt held by the banks and the 
situation would be on the mend. The consequent slight rise in debt 
charges would be far more than offset by the anti-inflationary influ- 
ences that would result from this procedure. 

It is to be regretted that the life insurance companies, because of 
their semi-public character and the impropriety of spending policy- 
holders’ money in discussion of what would be considered a political 
controversy, must remain silent regarding the serious inflationary forces 
at work in the country. 











PROPERTY AND CASUALTY INSURANCE 


By J. C. O'Connor 
National Underwriter 


Compared to 1944, in which the Southeastern Underwriters Associa- 
tion’s decision completely dominated the picture and made that year 
one of the major dates in insurance history, 1945 was a year of transi- 
tion in which developments in fire and casualty insurance are difficult 
to evaluate. Undoubtedly many events of the past year will profoundly 
influence the future of the business but judgment on this point must 
await time, perspective and future events. 

Also, unlike the situation in many other businesses, it would be 
scarcely proper to refer to 1945 as a year of “reconversion” in the fire 
and casualty insurance business. While a number of changes were made 
in coverages and procedures after the end of the Japanese war—mostly 
discontinuation of emergency wartime practices—fire and casualty insur- 
ance is so closely geared to the general business of the country that 
there is an inevitable lag in such matters. Almost by its very nature fire 
and casualty insurance must follow, not lead other business. 


AFTERMATH OF THE S. E. U. A. DEcision 


The writer’s review of 1944, published in the Journat last year, 
reached into 1945 to record briefly the passage of congressional legisla- 
tion arising out of the S. E. U. A. Case. That law, passed after almost 
8 months of confusion, debate and groping, was undoubtedly the major 
insurance landmark of 1945. At least until 1948, and more probably 
for an indefinite period beyond, it will be the basis on which rests 
supervision of the insurance business. 

Obviously a compromise, the congressional action of 1945, despite its 
ambiguities and potential pitfalls, represented approximately what the 
National Association of Insurance Commissioners believed necessary and 
desirable for the business. At present it is commonly referred to, par- 
ticularly by insurance men, as Public Law 15: Since in 1949 a new 
Congress will undoubtedly pass another Public Law 15, not connected 
with insurance in any way, the famous insurance bill will probably 
eventually be referred to as the McCarran-Ferguson Law. In the few 
court decisions involving the interpretation of this legislation, the judges 
have already shown a preference for the personalized title rather than 
the number. 


Provisions oF MoCarran-Ferevuson Law 


The S. E. U. A. case, as every person interested in insurance has been 
reminded many times, held specifically that fire insura<e is subject to 
the Sherman Anti-Trust Law and broadly that insurance is commerce. 
Hence, by implication, any insurance activities which are interstate are 
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subject to federal regulation and the status of any state laws regulating 
insurance became highly uncertain. Starting with this premise the 
McCarran-Ferguson Law declared in 6 sections: 

1. That the continued regulation and taxation of insurance by the 
several states is in the public interest and that silence on the part of 
Congress shall not be construed te impose any barrier to the regulation 
or taxation of the insurance business by the states. 

2. That the business of insurance and of every person engaged in it 
shall be subject to the state laws regulating and taxing it and that no 
federal law shall supersede a state law regulating or taxing insurance, 
except that after January 1, 1948 the Sherman, Clayton and Federal 
Trade Commission Acts “shall be applicable to the business of insurance 
to the extent that such business is not regulated by state law.” 

3. That the Sherman, Clayton, Federal Trade Commission and 
Robinson-Patman Acts shall not apply to insurance until January 1, 
1948 but that the Sherman Act shall apply during this period to “any 
agreement to” or “act of boycott, coercion or intimidation.” 

Section 4 provides that the National Labor Relations, Fair Labor 
Standards and Merchant Marine Acts shall apply continuously to insur- 
ance. Section 5 defines the term “state” to include the several states, 
Alaska, Hawaii, Puerto Rico and the District of Columbia, and Section 6 
provides that if any portion of the act or its application to any person 
or circumstances shall be held invalid the remainder shall not be affected. 


Enp or S. E. U. A. Case 


Almost unnoticed in the rush of other insurance developments the 
S. E. U. A. case itself came to an end in 1945. Technically speaking 
the epochal Supreme Court decision in 1944 was only an interlude—a 
ruling by the Supreme Court which upset the dismissal of the case by 
the federal district court at Atlanta and sent it back for trial. Attorney- 
General Biddle had indicated that the prosecution would be dropped 
shortly after the McCarran-Ferguson Law was passed but this was not 
actually done until the closing hours of his tenure of office. 

Since the government had gained its point in the Supreme Court 
decision few observers had expected that the criminal prosecution would 
be pushed but many had thought that a civil action would be substituted, 
ending eventually in a consent decree. Mr. Biddle’s official reason for 
indecision was that the McCarran-Ferguson Law had made prosecution 
unnecessary. No civil action was filed and it appears unlikely that there 
will be any anti-trust proceedings before 1948 unless someone should 
feel aggrieved and seek action under the prohibition of boycott, coercion 
or intimidation. 

Ratine Laws 


While there are and will be many weighty considerations of the status 
of insurance under the Clayton, F. T. C. and Robinson-Patman Acts the 
most important and most pressing problems are those raised by the 
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Sherman Anti-Trust Act, particularly as this law, in the light of the 
McCarran-Ferguson Act, relates to rating. Consequently, while recog- 
nizing the other sources of trouble, insurance men personally and officially 
gave virtually all their attention during 1945 to the problem of what 
rating laws will be needed to make fire and casualty insurance comply 
with the Sherman Act. 

As the writer pointed out last year, the Supreme Court, in Parker vs. 
Brown, 317 U. S. 341, which involved a California raisin growers’ 
association, held that cooperative action, not specifically prohibited by 
Congress and authorized by state law, was not in violation of the anti- 
trust laws, even though this action might be in interstate commerce. 
The McCarran-Ferguson Law clearly contemplates that the states shall 
pass legislation governing insurance rating (and other cooperative acts) 
by providing that as of 1948 the anti-trust laws shall apply to insurance 
“to the extent that such business is not regulated by state law.” 

The degree of control of rating bureaus and other cooperative activities 
of insurance companies varies from state to state but most observers felt 
that prior to the S. E. U. A. decision no state had regulated rates for 
every coverage or regulated every cooperative activity sufficiently to 
meet the requirements of the McCarran-Ferguson Law. The big problem 
which insurance men and insurance supervising authorities had to study 
in 1945 was “What sort of laws are needed?” The problem was not 
made easier by the fact that the McCarran-Ferguson Law itself gives 
no hint of the answer. 

STUDIES OF THE RaTING QUESTION 

While practically every insurance man, insurance attorney, insurance 
supervising official, insurance professor and insurance journalist had his 
own ideas on the subject, the major interest in this all-important subject 
in 1945 centered about two groups especially chosen for this purpose. 
The committee of the National Association of Insurance Commissioners 
on rating laws was the first. 

Working sometimes independently of the Commissioners, sometimes 
with them and sometimes opposed to them, was an All-Industry Com- 
mittee composed of representatives of almost all insurance interests. 
Among the organizations participating were the National Board of Fire 
Underwriters, American Mutual Alliance, National Bureau of Casualty 
and Surety Underwriters, Association of Casualty and Surety Executives, 
National Association of Insurance Agents, National Association of 
Mutual Insurance Agents, National Association of Insurance Brokers, 
National Association of Independent Insurance Companies, American 
Life Convention and Life Insurance Association of America. Through 
prolonged and repeated meetings this group sought to reconcile hotly 
divergent opinions and to work out recommended rating laws which 
would both meet the legal requirements and be acceptable to all interests. 
The group met by itself many times and held a number of conferences 
with representatives of the Commissioners’ body. 
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Priok APPROVAL OR SUBSEQUENT D1saPPROVAL? 


While there were countless details to be ironed out and almost 
innumerable points of difference to be reconciled the major argument 
as to the type of rate law to be recommended finally developed over the 
manner in which state supervising officials should be empowered to 
approve or disapprove rates filed by cooperative organizations. One school 
of thought urged that each rating law should provide that no rates or 
rules should be effective until they have been affirmatively approved by 
the insurance commissioner. Others argued that cooperative rating 
organizations should be permitted to file rule and rate changes with the 
commissioner, to become effective immediately or on an announced date, 
subject to the authority of the commissioner to disapprove them within 
a specified time. 

Insurance men being human beings it was scarcely surprising that the 
division on this issue was largely along competitive lines. In general 
non-participating carriers supported the “subsequent disapproval” theory, 
as it would give them more freedom in adopting rate plans calculated 
to meet the net rates of participating carriers. On the other hand 
participating carriers stoutly supported the “prior approval” school. 
This argument came to a climax in December, when the National 
Association of Insurance Commissioners, meeting at Grand Rapids, 
endorsed the “prior approval” principle, following which the All-Industry 
Committee endorsed the “subsequent disapproval” type of bill. Neither 
action was unanimous. 1945 ended with a deadlock on this point. 

As a postscript to this situation, early in 1946 a compromise was 
evolved. Under this agreement the recommended rate law provides that 
rates shall be filed subject to subsequent disapproval of the insurance 
commissioner, but with a 10-day waiting period. This means that rates 
and rules cannot go into effect for 10 days but then become effective if 
the commissioner has not rejected them. The compromise proposal also 
gives the commissioner the right to delay the effective date an additional 
20 days if he wishes more time to study the filings. 


LEGISLATIVE STEPS 


As most observers predicted little was done about rate laws during 
1945 although most legislatures met that year. Texas strengthened its 
laws materially but in general the attitude of the state lawmakers was 
to wait for the results of the studies of the Commissioners’ group and 
the All-Industry Committee. Most legislatures meet in 1947 and that 
will undoubtedly be the year of many experiments in rating laws. It is 
the opinion of many observers including that of the writer that regardless 
of what type of law may eventually be worked out and endorsed by all 
insurance interests there will be at least some variation in what actually 
goes through the legislatures in 1947. The history of all uniform law 
proposals points strongly in that direction. Certainly, these laws, as well 
as the McCarran-Ferguson Law and any subsequent congressional legisla- 
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tion will need much clarification and interpretation by the courts. Beyond 
a doubt we shall soon be in an era of important insurance decisions. 

The legislatures of 4 states—Kentucky, Louisiana, Mississippi and 
Virginia—meet in 1946 and do not meet in 1947. Hence laws passed 
by these states may be the first to be scrutinized by the courts after the 
1948 deadline. In all probability the compromise proposal of the 
National Association of Insurance Commissioners and the All-Industry 
Committee will be offered these legislatures in 1946. 


Tax Srruation 


Although in most cases life insurance companies took the lead in 
action seeking to determine the status of state laws imposing a higher 
premium or other tax on companies domiciled elsewhere than on domestic 
companies the matter was of equal interest to fire and casualty insurers. 
The question was whether, now that insurance has been judicially 
declared to be commerce, these taxes may be unconstitutional as an 
undue burden on interstate commerce. A few states revised their tax 
laws to equalize the burden on all carriers but most legislatures did not 
take this action. This was partially a “wait and see” attitude, plus the 
undeniable fact that in most states the political influence of domestic 
companies and their agents is strong. 

A number of suits were started on this point, usually with a life 
insurance company as the nominal party in interest, though obviously 
all companies were equally interested in the outcome. So far state 
supreme courts have unanimously upheld the constitutionality of these 
uneven taxes. Undoubtedly one or more such cases will be decided 
finally by the Supreme Court of the United States during 1946 and 
that will determine the future course of legislatures. 


OtrHER LEGAL DEVELOPMENTS 


The principal development in agency countersignature and commis- 
sion laws was the reversal by a federal Circuit Court of Appeals of a 
lower court decision holding the Idaho countersignature law unconstitu- 
tional as a burden on interstate commerce. This law, like that of many 
other states, requires that insurance covering the Idaho portion of inter- 
state risks must be countersigned by a licensed resident agent and that 
he must be paid a large share of the commission on this portion of the 
premium. It is not clear from the opinion how much consideration the 
court gave to the S. E.U. A. case and hence this problem may be reopened. 

Various other questions involving matters such as agents and brokers 
representing or doing business with companies not licensed in the state 
arose in lower courts during 1945. In most cases the lower courts upheld 
the state laws but some of these cases may eventually get into the 
Supreme Court of the United States and provide a final answer to some 
of the problems raised by the S. E. U. A. case. 
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Fire Insurance CovERAGES 

With many legislatures in session in 1945 the 1943 New York standard 
fire policy completed almost a clean sweep of the country. By the end 
of 1945 the 1918 New York policy—once called the “new” policy—was 
completely obsolete. The new policy is now standard in 42 states, two 
territories and the District of Columbia. The only holdouts are the 
4 states which use statutory versions of the original New England 
standard policy—Massachusetts, Maine, New Hampshire and Minne- 
sota—and Iowa and California, which use special and highly individual 
statutory contracts. There seems no disposition at present to try to push 
the 1943 policy through any of these states although Massachusetts and 
California have made changes which bring certain provisions into line 
with the latest New York form. The net result is that the fire insurance 
business has a greater uniformity in the basic fire policy than it has 
ever had before. 

The trend toward uniformity in fire insurance continued in 1945 and 
appears likely to become even stronger in 1946, since the new year opened 
with the adoption by the middle western states of business interruption 
(use and occupancy) rules and forms similar to those in force in the 
other major jurisdictions. Revisions in the uniform dwelling and con- 
tents form and uniform extended coverage endorsement also seem likely 
to spread on a uniform basis. 

The end of the war was marked by the removal of restrictions in 
business interruption, rent and other contracts. These restrictions denied 
coverage in the event restoration of the property was delayed by priorities 
or other government restzictions unless an additional premium was paid. 
Similar action was taken with the comparable coverages in the power 
plant insurance field. 

Although not disastrous, the loss experience on fire insurance lines 
was unfavorable during 1945. As many fire insurance men predicted 
the constant succession of rate reductions on almost all classes of prop- 
erty, plus the broadening of forms to take in additional property and 
additional hazards, finally made itself felt. This was intensified by the 
general increase of values, resulting in an average loss higher in propor- 
tion to the amount of insurance. The best that can be said for the 
situation from the viewpoint of fire insurance companies is that they 
have ammunition to use in discussions of rates with public authorities. 

AUTOMOBILE AND CasuALTY INSURANCE 

The most serious rating and coverage problem which the property 
insurance business faced after the war was the determination of proper 
rate schedules and premiums for automobile insurance, both fire and 
casualty. Relating the premium for liability and collision insurance to 
the insured’s gasoline ration proved successful during ihe war and 
experience was good on most lines except collision. Following the 
discontinuation of gasoline rationing all credits for reduced use were 
dropped for collision insurance. For bodily injury liability and property 
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damage liability insurance the National Bureau of Casualty and Surety 
Underwriters adopted a classification system for private passenger auto- 
mobiles very similar to that in force before the war, with a few minor 
differences. Of the 3 groups the lowest rate applies to automobiles owned 
by individuals, not required or customarily used in a business, occupa- 
tion or profession, except driving to or from a person’s principal place 
of business and which will not be driven (by estimate) more than 7500 
miles during the policy year and will not have any operator less than 
25 years old living in the insured’s household or employed as a chauffeur. 
The next group drops the mileage and age requirements while the third 
group takes in all private passenger automobiles not eligible for the 
other classes. Due to competitive factors most non-association insurers 
apply substantially similar rate plans. 

Automobile experience is still a big question mark and for that reason 
there is little disposition on the part of anyone to start a rate war. 
The rate level in force in most territories and followed by most carriers 
is approximately mid-way between the low point during the war and the 
immediate pre-war level. Whether this will be adequate is anybody’s 
guess at the moment. 

Collision insurance is the sorest point of automobile insurance, due 
to such obvious factors as age and poor condition of automobiles and the 
high cost of making repairs. Increases have been made but there are 
indications that more drastic treatment may be in order. At present 
experience on fire, theft and comprehensive material damage insurance 
seems satisfactory enough but underwriters and claim men naturally are 
waiting anxiously to see whether the general gvailability of new cars, 
whenever that may be, will affect the moral hazard. 

Burglary insurance, once almost certain to produce an underwriting 
profit, turned sour during 1945, particularly in the field of residence 
and outside theft insurance. The policy has now been broadened and the 
rates cut to such a point that ends have not been meeting. 

In the surety field there were further rate reductions and the even 
more startling innovation of making all fidelity, forgery and blanket 
bonds eligible for term rating. 


FINANCIAL RESPONSIBILITY Laws 


An important trend which affects automobile insurance was the 
passage of more financial responsibility laws of a so-called New York- 
New Hampshire type. These laws are the counter-proposal of the 
automobile insurance business to compulsory insurance laws. Under 
them a motorist who is involved in an accident is required to show that 
he is financially able to pay for damages immediately or lose his right 
to drive. They differ from the old financial responsibility laws in that 
they become effective as soon as the accident occurs whereas the old 
laws did not apply until the injured party had sued the motorist, gotten 
a judgment and had been unable to collect it, something which few 
injured parties bother to do if they know a motorist is insolvent. 
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Financial responsibility laws of the new type are now in force in 11 
states and one Canadian province while a similar law has been passed in 
Pennsylvania but does not go in force until 1947. Without exception 
these laws have materially increased the proportion of insured motorists 
in each state and undoubiedly there will be agitation for similar laws 
in other states. 

Very few students of insurance doubt that legislatures—and public 
opinion—are determined that automobile accident victims must be paid. 
The inescapable conclusion is that if the insurance business fails to 
convince motorists that they must provide this indemnity the state will 
do something about it. Even a general repeal of the law of liability and 
substitution of monopolistic state automobile compensation funds is not 
an impossibility. Financial responsibility laws of the New York-New 
Hampshire type, plus serious attention to the sale of medical payments 
coverage, seem to be the best answer of the automobile insurance busi- 
ness at present. 


MuttieLte LINE UNDERWRITING 


Interest in the broadening of underwriting powers of American insur- 
ance companies continued in 1945. Pennsylvania and Massachusetts 
passed legislation along the lines recommended by the Diemand Com- 
mittee in 1944. The broadening of underwriting powers recommended 
by this committee and passed in these two states were: (1) authoriza- 
tion of fire and casualty companies to write multiple coverages outside 
the United States; (2) authorization of fire, marine, casualty and surety 
companies to reinsure each other; (3) permitting all types of carriers 
to write comprehensive automobile insurance ; (4) permitting all carriers 
to write the personal property floater and (5) permitting all carriers to 
write all aviation insurance lines. 

Perhaps even more important from the viewpoint of eventual broad- 
ening of underwriting powers was a partial relaxation of the famous 
Appleton rule by the New York Insurance Department. For years this 
rule has prohibited an insurance company from writing anywhere, 
regardless of its charter powers, coverages which it is not permitted to 
write in New York. In view of the importance of New York business 
to most carriers strict application of the Appleton rule would definitely 
restrict the broadening of underwriting powers. The relaxation was only 
a minor one, permitting casualty companies to write the personal prop- 
erty floater outside of New York if their charter powers permit it, but 
it was newsworthy as the first gesture by the New York Department 
in this direction. 

The New York Legislature will probably consider proposals toward 
broadening underwriting powers in 1946 and whether or not it does 
anything the sentiments expressed may have a profound influence on 
the future of multiple underwriting. Meanwhile many companies domi- 
ciled in other states have been broadening their charters in order to be 
able to follow any trend which may develop. 
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By W. R. Writiamson * 
Actuarial Consultant, Social Security Board 


I. Inrropuctory 


The important historical events of 1945 include the termination of 
the war in Europe, in Asia and in the Pacific. The immediate post-war 
problems which ensue have very naturally forced action on social insur- 
ance somewhat into the background. My review for 1944 designated 
that year as “a year of reorientation.” This reorientation has continued. 
1945 seems to me “a year of inquiry” of “what” and “why” and of “who 
pays the cost” and of “when they pay it.” England’s labor government 
is specifically committed to furthering the social security program so 
thoroughly outlined in the Beveridge Report and the later British White 
Papers on social security and workmen’s compensation. 

In Canada an official Government Report has recommended a national 
program of old-age benefits, granting $30 a month to each citizen aged 
70 or over, with old-age assistance available to citizens between age 65 
and 70, under provincial direction but with a Dominion subsidy and a 
needs test. A health insurance program has been recommended. Their 
family allowance program is already in operation. 

Virtually every country is reexamining its social security situation. 
Special study groups have gone to Austria and Germany from the United 
States, to learn what can be learned of the situations in these countries. 

Dr. Emile Schoenbaum, for several years Actuarial Consultant at the 
International Labour Office in Montreal, has drawn up a recommenda- 
tion for a better social security program for Czechoslovakia, where he 
was formerly the Director of the Social Insurance Institute and where 
he expects to reestablish direction of the program and to make such 
specific recommendations in line with his general proposals as seem wise 
when he is on the ground. The Latin-American countries have all been 
reexamining their social security organizations and have continued their 
study as to the extension of these programs. The Social Security Board 
has offered its cooperation. It is expected that fellowships will be 
developed to aid qualified Latin-American students to continue their 
analyses in the United States and to take advantage of the lessons of 
North American experimentation. 

In the United States social insurance amendments had been carried 
through just before the war, so that during the war other interests 
dominated legislative attention. Now that the war is over all the 
unresolved problems present themselves simultaneously. Workmen 
immediately demand much higher wages. Management is anxious to 

“The opinions expressed in this article are those of the author and do not 
necessarily represent the views of the Social Security Board. 
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get started on renewed production. Although large numbers of bills 
dealing with social security have been presented to Congress few of 
them have actually reached the stage of congressional consideration. 
They have been referred to committees and reports as to their considera- 
tion are not yet available. 


II. Tue Socrat Securrry ProgkamM—GovERNMENTAL 


a. The Wagner-Murray-Dingell Bills. The first Wagner-Murray- 
Dingell Bill had been designed to cover virtually all phases of social 
security. lt included: 

(1) Old-age, survivorship and extended disability benefits ; 

(2) A national unemployment insurance program, presumably 
tied in with a national employment service ; 

(3) Health insurance and medical care; 

(4) Larger federal subsidies for the assistances. 


1945 developed a new Wagner-Murray-Dingell Bill, calling for 
an 8 instead of a 12 per cent contribution from employees and their 
employers and in a way giving less attention to long-range costs than 
under Wagner-Murray-Dingell Bill No. 1. It was suggested that, ini- 
tially, out of the 8 per cent contribution 2 per cent would be for old-age, 
survivors and invalidity benefits, 2 per cent for unemployment insurance 
benefits and 4 per cent for health insurance and medical care. It seems 
to many that under this bill the emphasis on long-range costs which had 
marked the various tax-freeze debates dealing with old-age and survivors 
insurance had been forgotten, and that the question of provision of 
contributions to finance OASI deferred commitments was allowed to 
remain unsettled while immediate benefits were to be newly provided 
under a health insurance program. 

b. The President's Message on a Health Program. This presidential 
message dealt only with the subject of medical care and disability bene- 
fits. The message was brief and general. The implementing bill, subse- 
quently presented by the same sponsors as those behind the Wagner- 
Murray-Dingell Bills, was this time limited to various phases of health 
benefits and health insurance. 

ce. The Full Employment Bill. Earlier special attention had also 
been paid to employment and greater recognition of benefits for employ- 
ment. The Full Employment Bill underscored the superiority of jobs 
to unemployment benefits. In debate the bill was considerably changed. 
The later editions of the bill seemed an affirmation of intent to aim at 
the soundest economic framework for maximum employment. 

d. Unemployment Insurance. The President also recommended a 
federal supplement to state unemployment insurance benefits to provide 
maximum benefits of $25 a week and a uniform maximum period of 
benefit payment of 26 weeks. Congressional debate on this proposal 
indicated that Congress preferred to leave the direction of unemployment 
insurance with the states. 
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e. Employment Service. Congress decided to return the federal 
employment service to the states, from whom it had been taken at the 
beginning of the war emergency, covering this objective in a rider to the 
bill reducing appropriations for war expenditure. The bill was vetoed 
by the President, with the explanation that it seemed important to him 
that we maintain the federal employment service intact through he 
period of reconversion. Another bill to accomplish the return of the 
employment service to the states was presented in early 1946. 


f. Social Security Board Annual Reports. The Ninth Annual Report 
of the Social Security Board appeared during 1945 and the Tenth 
Annual Report in January 1946. Both Reports recommend extension 
of coverage, liberalization of existing benefits and the establishment of 
new benefits. Another annual report is that of the Trustees of the Trust 
Fund for old-age and survivors insurance. Their Fifth Report answers 
some questions and suggests others. 


g. Social Security Progress. The general progress of the whole social 
security framework, considering the subdivisions, itemized above, can 
be set down as follows: 

(1) Old-age, survivors and extended disability benefits. In old- 
age and survivors insurance a slow steady growth in benefit outlay has 
continued—so slow that it continues to be difficult to impress Congress 
with the need for increased contributions now. Nevertheless the annual 
debate whether contribution should advance or remain frozen at 2 per 
cent finally resulted in the appointment of a technical staff under the 
direction of Commander Leonard Calhoun, USMR, with responsibility 
for investigating and reporting on various aspects of social security 
including the financing of OASI. Even at the war’s end, though there 
has been a slight increase in the number of new benefit applicants, the 
inherent structure of the system continues to postpone making OASI 
benefits really effective. The technical staff for the study of old-age 
and survivors problems includes Dr. Rainard B. Robbins, Vice-President 
of the Teachers Insurance and Annuity Association, and Mr. G. W. K. 
Grange of the Actuarial Division of the Metropolitan Life Insurance 
Company, both long-time students of social insurance. Their services 
were made available through the courtesy of their respective companies. 
This work in OASI has been supplemented by that of others in the fields 
of unemployment insurance and public assistance, but in the whole 
report no attention has been directed toward health insurance save as 
it touches extended disability. 

Some of the cost aspects of the report of the Calhoun Com- 
mittee are based largely on Actuarial Study No. 19, the work of Mr. 
Bronson, of the Office of the Actuary, Social Security Board. Hitherto 
unpublished material underlying this Study is so presented that a serious 
student can follow through the complex interrelationships of this pro- 
gram. Many of the much-quoted arguments favoring a level payment 
system that develops a large reserve as well as those favoring a system 











SOCIAL INSURANCE 101 


of higher aggregate benefit payments and small contingency reserves 
have been competently analyzed. The ana‘ysis is limited to a kind of 
pay-as-you-go basis that consists essentially of a deferment of both 
benefits and corresponding contributions and of the level premium basis 
of developing large reserves. It excludes consideration of a true pay- 
as-you-go basis of making payments today to those who would have 
benefit status had the plan been established a generation ago, that is 
dealing with basic presumptive needs at once. 


(2) Unemployment Insurance. Unemployment insurance in 1945 
reached the point in the cycle of employment and unemployment for 
which reserves have been accumulating over a period of nearly 10 years. 
The recession of 1938 took place before most unemployed persons had 
become fully qualified for benefits; many who did qualify presented a 
record of low aggregate earnings with correspondingly low benefits. 
In 1945 on the contrary persons becoming unemployed had qualified 
for benefit payment to a much greater extent than in any previous year 
and they had qualified for benefit payment at the highest level of 
earnings ever paid in the United States. In spite of the arguments 
which had been presented with the recommendation for a maximum 
weekly benefit of $25, there have been many expressions of the idea that 
benefit levels have in fact been unduly high for single persons. It is said 
that they have developed a willingness on the part of some workers to 
take a vacation of considerable duration, hoping perhaps that new jobs 
might later become available at higher rates of pay. Yet throughout the 
country there has been much less comment on the high weekly benefit 
level for not working and abuse of the system than on the small 
aggregate number of persons actually coming into receipt of benefits. 
Although benefit levels have climbed very radically from those estab- 
lished in previous years the aggregate expenditure in 1945 has been 
reasonable. It is perhaps an evidence of the inherent recuperative quality 
of the American economy. 

Since workers in agriculture and domestic service, civilian 
governmental employ, nonprofit institutions, etc., have been barred from 
protection, occupational boundary lines limit the effectiveness of unem- 
ployment insurance. 

The adoption of dependents’ allowance in Connecticut and 
their consideration in several other states extends to the unemployment 
hazard the family and the social concept already effective in old-age and 
survivors insurance. 

New York has inaugurated an experience rating program, 
with more recognition of broad class ratings. The need of a more 
scientific approach in such rating is gaining recognition. 

(3) The Rhode Island Program of Cash Sickness Insurance, tied 
in with the Rhode Island program of unemployment insurance protec- 
tion, remains at the end of 1945 as it did at the end of 1944, the sole 
cash sickness insurance program which can be called social insurance in 
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the United States. Entirely ignoring the presumptive claims reserves 
which should have been determined at the beginning and at the end of 
the year, the benefits paid during the year 1945 exceeded the contribu- 
tions of that year. The program illustrates among other results (a) the 
formula complexities which have become accepted in the unemployment 
insurance benefit structure, (b) the special health insurance problems of 
working married women, (c) the hazard of paying benefits both for 
workmen’s compensation and health insurance for the same period of 
disability. The wisdom of limiting to a small compass an experiment 
of such significance is emphasized by these anomalies. The conditions 
of the war are clearly abnormal but the benefit results seem reasonably 
consistent with similar benefit results observed under group accident and 
sickness insurance carried by old-line life insurance companies. The brief 
period of operation of this plan shows the need for (a) more actuarial 
analysis of voluntary and social insurance plans of disability protection, 
(b) more recognition of administrative costs, (c) more recognition of 
sound administrative control. Even this brief experience indicates the 
importance of exact data on over-all economic conditions, the number 
of earners in a family, the hours of work, age, sex, and marital status. 

While several other states such as New Hampshire, New 
Jersey and California gave further consideration to the possibility of 
paralleling their unemployment insurance programs with programs of 
temporary disability there has been no further legislation. An interest- 
ing feature of this state-by-state consideration is that it has made avail- 
able to the states the relatively well-informed insurance personnel of 
companies writing group health and accident insurance. Similarly the 
states have apparently called in Blue Cross representatives for discussion 
on the structure and costs of hospitalization benefits. 

(4) Assistance and Residual Relief. The three categorical assist- 
ances providing aid to the needy aged, aid to the needy children and 
aid to the needy blind, have developed a sizable clientele. The recent 
Wagner-Murray-Dingell Bill has suggested bringing an equivalent fed- 
eral subsidy to the states for those who do not qualify under these 
categories. A reference to the history of general relief during the last 
depression suggests how important these added subsidies would be in 
the period of reconversion. The very existence of categorical assistances 
seems to create a less critical attitude toward the needy person. Following 
the continued rise in living costs at the end of 1945 the benefits paid 
under categorical assistances (and probably general relief) were begin- 
ning to advance, the latter at a less rapid rate. 

III. Tue Socrat Securtry Program—CitTizen INQUIRIES 

The discussion up to this point has very largely been concerned with 
the development of government programs and recommenda.ions made 
by government for changes in the social security programs. 

This section takes into consideration more fully the interplay between 
government and its informed citizens. It recognizes that in a democracy 
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it is necessary to consult the citizens so that the government may under- 
stand what their attitudes may be. However, until some sort of a Gallup 
Poll has developed to the point where its results are acknowledged to be 
a true sample of national opinion, credence will be given the opinions 
expressed by certain groups of individuals or certain bodies of citizens 
working together though many such opinions may be far from repre- 
sentative. 1945, like 1944, was a year in which group study continued, 
and Congress has begun to take cognizance of the points of view 
expressed by these groups. 

a. Ways and Means Committee Technical Staff. As a sort of end- 
product of a very long period of discussion on financing OASI benefits— 
a discussion participated in by a large number of interested citizens— 
the Ways and Means Committee secured an appropriation of $50,000 
for a technical staff on social insurance, The first subject of this study 
was the financing of old-age and survivors insurance. Lieut. Commander 
Calhoun (see p. ..) has presented a report to the Ways and Means 
Committee. It has been published and should add to the knowledge so 
essential for further legislation. It will probably suggest to many the 
need of further evidence of mature public opinion before further legis- 
lation is enacted. 


b. The Railroad Retirement Board’s Recommendations. The 1944 
recommendations for expansion, designated as the Railroad Social Insur- 
ance Bill, never came to Congressional hearing, and as was noted in 
last year’s Review a comprehensive bill was the subject of hearing before 
the House Committee on Interstate and Foreign Commerce. This 
developed some interesting appraisals of and attitudes toward these 
governmental programs, expressed during the hearing by members of 
the Committee. Towards the end of 1945, when it seemed to the 
Committee that it would be well to secure technical advice free from 
bias possibly imputed to information furnished by the employees, the 
railroads or the Railroad Retirement Board itself, the Committee secured 
the professional services of a Fellow of the Actuarial Society of America, 
one of the few actuaries already well informed in this specialized area. 
Here, as in the case of the Ways and Means Committee study group, 
it is probable that the result of the report on the potential costs of the 
original and revised programs will be a fuller realization of the great 
responsibility on Congress to be informed in this’ important socio- 
economic field before it takes legislative action. Among the reports which 
had first come to the attention of this Committee in early 1945 was the 
pamphlet by Dr. Rainard B. Robbins contrasting the relatively limited 
claim of a single industry on government when compared with that of 
a truly national social security plan. The question is raised whether 
special retirement plans (other than for federal employees) should have 
either governmental administration or potential governmental financing. 

At the request of the Railroad Retirement Board two other 
Fellows of the Actuarial Societies also testified, Mr. Ralph I. Booth, 
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an Actuary in the employ of the Travelers, and the writer, Actuarial 
Consultant of the Social Security Board. 

ce. U. 8. Army Retirement and Related Benefits. The Army under 
Major Lew has been making actuarial analysis of the Army’s special 
retirement and welfare plans. Here is a problem different from that of 
Railroad Retirement, since technically the Army is employed by the 
U. 8. Government and the Government as the employer of its military 
personnel has problems similar to those of a private employer. Since 
however military personnel, even as the civilian personnel of the federal 
government, has been excluded from the protection of the Social Security 
Act, this study also has social security connotations. The analysis will 
be continued by Mr. J. B. Glenn, formerly the Actuary of the Railroad 
Retirement Board. 

d. Addition of Excluded Groups under OASI. Considerable discus- 
sion has been carried forward by the Social Security Board on the 
elimination of most of the exclusions from OASI coverage. In many 
ways the most anomalous exclusion remains that of federal civilian 
employees. Numerous individual studies have been carried forward on 
the question how by some gradual process federal employees can be 
included under the protection of OASI. These discussions have so far 
been rather fruitless because the employee groups so thoroughly appre- 
ciate the basic liberality of the Civil Service Retirement program that 
their spokesmen seem to fear the possibility of reduction in total benefits 
should social security be made to include all present government 
employees and the Civil Service program adapted thereto. I do not 
remember having seen the argument very effectively set down, but there 
are two sides to social security—the receipt of benefits and the sharing 
in the provision of the cost. Considering the extension of social security 
benefits to federal employees the aspect of assumption of cost by those 
employees should have as much weight as the aspect of benefits. Some 
believe selfish appeal has out-distanced the appeal to good citizenship 
in these programs. 

e. G. I. Bill of Rights. Much more extensive than the program 
considered by the study in the War Department is the general G. I. Bill 
of Rights. It has been proposed that the G. I. Bill be amended to give 
OASI credit for military service to the extent of $160 a month, so that 
men will not lose their insured status because of military service, and 
may even acquire insured status as a result of such service. This 
consideration emphasizes the necessity of fewer exclusions in OASI. 


f. Insurance Economics Society. The Insurance Economics Society 
and the Research Council for Economic Development, the latter organ- 
ized in 1945, are apparently affiliated. These organizations have to a 
considerable extent appeared to select a policy position and have then 
consistently stated opinions which key in with the positions expressed. 
One of these questions is on the wisdom of any social security at all, 
so that from the outset many comments on their reports have assumed 
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them to be prejudiced. In spite of this they have brought out many 
interesting points. The Research Council has sponsored a report by 
Professor Sollenberger of the University of Oklahoma, which developed 
a cost analysis of OASI relying considerably on Actuarial Study No. 19. 
These serious cost-accounting analyses are rare. 

Coordinate with the Sollenberger report was the pamphlet entitled 
Social Security, Past, Present, and Future, which mixed a certain 
amount of factual information and assumptions as to fact with the 
expressed philosophy that social security may well shift too much 
attention from sound economic development and thereby reduce the 
capacity of the nation to meet its financial responsibilities. 

g. The Chamber of Commerce of the United States has not only 
sponsored two annual conferences dealing with the social security pro- 
gram but is publishing several bulletins a year dealing with social 
security subjects. During 1945 it summarized such important measures 
as the second Wagner-Murray Dingell Bill, the President’s recommenda- 
tions for a higher maximum weekly benefit for unemployment insurance 
and his Full Employment Bill. The general tone of the bulletins is 
critical. The Chamber of Commerce has committees on health insurance 
and social insurance. 

h. Taz Foundation. Professor Lutz of Princeton, who had directed 
the Tax Foundation’s earlier reports, has written a book called The 
Guideposts to a Free Economy. The book is basically critical of the 
planned economy and insistent that when social planners attempt to 
function good results can hardly be expected. Dr. Lutz’s general position 
on social security has been rather close to the position of the conservative 
economists, who question the long-range validity of the purchasing 
power theory, of Keynes’ old anti-savings p.uilcs»phy, and of the accept- 
ance of an unbalanced budget. What seems to stand out in his writings 
is the conviction that as so far presented social security shows basic 
weaknesses and that to overcome those weaknesses more economic under- 
standing is essential. 

i. A Tax Program for a Solvent America. This study has also 
been carried forward under Dr. Lutz’s direction. It is a stimulating 
discussion of national budgeting including a brief but thoughtful refer- 
ence to social security. The authors are the committee on Post-War Tax 
Policy, under the chairmanship of Roswell Magill, former Under Secre- 
tary of the Treasury. 

j. American Gerontological Society. The groups calling themselves 
respectively gerontologists and geriatricians pretty well agree that per- 
sistent employment well into old age is not only possible for elderly 
persons but generally desirable. The recognition that age helps to slow 
down the speed with which men can work also suggests a consideration 
of how the experience of such men can help to make up for a reduction 
in quantity of output through emphasis on quality. A new journal 
dealing with gerontology plans to give indirect attention to the problems 
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of social security, retirement allowances, treatment of health, ete. This 
approach to social security suggests the possible reduction of unnecessary 
idleness and, as they say, adding life to the years, rather than merely 
years to the life. The literature on this theme is already rather large. 


k. Actuarial Societies. A regional actuarial society, the Middle 
Atlantic Actuarial Club, conducted a panel discussion in the spring of 
1945 dealing with the problems of OASI. This panel discussion brought 
out rather strikingly the minimizing of benefits to the aged today and 
the maximizing of benefits to the aged of a generation hence. In a sense 
this meeting was a dress rehearsal for a similar discussion at the joint 
meetings in Atlantic City of the Actuarial Society of America and the 
American Institute of Actuaries. At that meeting a formal paper was 
presented by Mr. Immerwahr of the Bureau of OASI dealing with 
The Problems of Old-Age and Survivors Insurance and there was also 
a panel discussion on the whole subject of social security. 


(1) The Road to Serfdom. This work by a native of Austria— 
a member of the staff of the London School of Economics—developed 
the thesis that social security, representing essentially a level of sub- 
sistence, was probably desirable, but that income transfer above this base 
level, judging by the precedents set by the central European nations, 
is in danger of throwing aside worthwhile incentives and transferring 
to government authority the personal and joint provision which indi- 
viduals and employees and their employers may make so much more 
effectively by voluntary decisions. American study groups are now in 
Germany and Austria dealing at first hand with social security in those 
countries. They can give consideration to the validity of the Hayek thesis. 


m. Latin Amerita and Its Programs.. An old axiom states that the 
best way to learn is to teach. We are being asked to advise Latin- 
American republics on social insurance matters. After such countries 
as Mexico, Costa Rica, Peru, Brazil and Bolivia have asked for American 
help, it would be a highly educational procedure for the Americans 
assigned to these studies to come back to a comprehensive study of what 
is being done in the United States. Virtually all of the questions which 
arise in these other countries force conclusions both as to the radical 
differences in the economic settings of the Latin-American republics and 
the United States of America, and the need of & more unifying basic 
approach which will still permit variations in the programs recom- 
mended for each country. 

n. Finance and Accounting. One of the most consistent critics of 
tax-freezing under the OASI program has been George B. Robinson, a 
financier, whose papers have been published in accounting journals and 
whose last article appears in the November Quarterly Journal of 
Economics under the caption, The Old-Age Reserve Fund Is Not 
“Illusory.” Mr. Robinson’s whole paper is a reply to a statement made 
by Dr. Lutz of the Tax Foundation in Social Security, Its Present and 
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Future Fiscal Aspects. Mr. Robinson leaves the reader with the impres- 
sion that insurance company and retirement plans generally follow a 
single pattern of accruing liability, that this pattern is generally under- 
stood and that it must also be followed in such a limited national pro- 
gram as OASI which leaves out large areas of the population. He has, 
in persistent sequence, criticized certain actuarial writers, certain spon- 
sors of a so-called pay-as-you-go method, and, now, a single writer of 
the Tax Foundation. The logic of his paper rarely seems to change the 
convictions of other students who have decided that the reserve system 
is illogical in social security. 

0. Individual Economists and Actuaries. Various members of the 
staff of the Social Security Board have written magazine articles and 
reports within their respective Bureaus or Offices. Thus Miss Mushkin 
and Miss Scitovsky have discussed in the American Economic Review 
for September 1945 a formula for social insurance financing. Mr. Parker, 
also of the Social Security Board, who some years ago prepared a book 
on the financing of OASI, has more recently analyzed the types of 
financing suggested by the New Zealand taxing system and by the I. L. 0. 
tripartite finance program. In the Office of the Actuary, Actuarial 
Study No. 22 was completed late in 1945. There has been little time 
for review of this report. It is the work of Mr. D. C. Bronson. It will 
repay a great deal of study in that it shows the basic complexities and 
the wide range of potential costs inherent in a deferred benefit system 
of wide coverage involving family relationships, the changing weights 
of mortality, birth rates, migration, marriage and work. It shows costs 
still rising in 2000. 

p. The American Medical Association. The interest of the American 
Medical Association has very infrequently been expressed in either 
OASI or unemployment insurance. In health insurance its expressions 
of opinion have been very prompt and very consistent. It has continu- 
ously opposed the entry of the government either into the administration 
of medical care or into the field of insurance for the partial replacement 
of income lost in the event of disability. It was prompt in its published 
views at the time the second Wagner-Murray-Dingell Bill appeared and 
again when the President’s bill on health insurance and medical care 
was presented in the fall. There seem to be close working relations 
between the American Medical Association and the Insurance Economics 
Society. 

q. Organized Labor. Both the American Federation of Labor and 
the C. I. 0. have stood back of both Wagner-Murray-Dingell Bills. 
Most individuals within the labor groups are very ready to say that 
there are many things about these bills which they do not like but that 
they ought to be presented for legislative hearings. What these bills 
have lacked is a step-by-step analysis such as was supplied in Great 
Britain by Sir William Beveridge and without which careful analysis 
Congress is very obviously loath to act. 








108 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


r. Research Organizations. The National Planning Association, the 
Rockefeller Foundation, the Twentieth Century Fund and the Carnegie 
Corporation have all had an interest in these programs. The National 
Planning Association, whose pamphlet was mentioned last year, has 
continued to give attention to social security needs. The Twentieth 
Century Fund has continued to bring out reports on the national econ- 
omy. The Carnegie Foundation is sponsoring a better-integrated world. 
The Rockefeller Foundation continues its far-flung interest in the fields 
of medical and social science. There is an absence however of any 
product by these foundations comparable to the PEP or the Beveridge 
Reports in Great Britain. The scope of the field of social security is so 
vast, its financial repercussions so important, that most articles pub- 
lished may well seem either inadequate or immature. 


s. Association of Casualty and Surety Execytives and the Casualty 
Business. A research director and assistant director have been engaged 
by this organization. One of their duties is to make an analysis of how 
health and accident insurance may reach a much wider group of policy- 
holders and without undue expense. No reports have been published but 
they are cooperating with the health insurance committee of the U. S. 
Chamber of Commerce and are beginning to grasp the awkwardness of 
an inadequate curiosity in the post. The health and accident insurance 
business has cooperated with Dr. Ralph H. Blanchard of Columbia 
University in his study of their business conducted for the Bureau of 
Research and Statistics of the Social Security Board. Three Bulletins 
of this survey have appeared. They deal with the following subjects: 


(1) Introduction and Description 

(2) Volume of Premiums 

(3) Loss Ratios 
Together they constitute Bureau Memorandum No. 62. This study 
recognizes the basic common ground of presumptive need whether that 
need is dealt with privately or publicly. - 

t. Pension Programs. By the end of 1945 apparently more than 
8000 programs had been submitted to the Bureau of Internal Revenue 
for ruling on avoidance of discrimination between employees, tax deducti- 
bility of employers’ contributions and incidentally on integration with 
OASI. This has raised in employees’ minds many questions on social 
security. As the importance of timing pension plan establishment to 
make the most of the high excess profits tax exemptions gives way to 
consideration of the more basic reasons for retirement plans social 
security inquiries will increase. 


IV. Conctupinc RemMarRxKs 


These inquiries are illustrative. They do not exhaust the evidences of 
an alert responsible curiosity on the part of many. I have called the 
year 1945 “a year of inquiry,” even as I called the year 1944 “a year 
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of reorientation.” It was marked by questions of why and how and how 
far and who essentially is to pay for it and when they should pay. The 
early social security program of 1935 had been developed out of the 
moods of the depression period, out of an environment of general 
unemployment, out of the lack of any clear understanding where our 
whole economic system was heading. The concept of a floor of protec- 
tion to be available in cases of jobless old age and of temporary 
unemployment seemed the most which could be developed in that milieu. 

The world has changed tremendously between 1935 and 1945. The 
greatest war of all time with its unparalleled destruction has been ended, 
and emphasis is strong on a worldwide basis of cooperation. Sumner 
Slichter has pointed out that in the United States we were producing 
one-fourth of the products of the world just before the war, and that 
after the war we will be producing one-third—this with a shorter work 
day than will probably be observed throughout the rest of the world 
and with only 6 per cent of the world’s population. We must no longer 
think so largely in terms of small pressure groups. We must think both 
internationally and nationally. We have probably outgrown the defer- 
ment philosophy which mark the old-age and the unemployment insur- 
ance programs. All over the world we must think of a minimum of 
subsistence for those not working. We must think even more of oppor- 
tunities for jobs, of rehabilitation of those who are not but who ought 
to be working. The narrow and the provincial should make way for the 
national and the universal. 

It is time that a broadly representative Advisory Council on Social 
Security be called into action in the United States with interests beyond 
the narrow representation of labor, the blind, the crippled, the veterans 
or the unemployed. The reorientation of 1944, the inquiry of 1945, 
should normally lead into the concerted long-range many-purpose studies 
of 1946 and 1947. We probably have the relief and maintenance 
machinery adequate to carry us along through those two years. We need 
the breadth of canvas of a Beveridge Report; we need Sir William’s 
moral integrity, his hard commonsense ; we need to apply these qualities 
however in a nation whose resources and whose manpower give us an 
unparalleled opportunity to plan wisely and to coordinate such national 
programs as social security with such evolving local programs as are 
adopted by employers and as are determined by individuals. 











Part III—Association Activities 


MINUTES OF BUSINESS MEETING 


The business meeting was held January 25, 5 p.m., in the Hotel 
Hollenden, Cleveland. About 25 members were present. 


PUBLISHING A QUARTERLY OR SEMI-ANNUAL JOURNAL 


Consideration was given to this question and upon a motion by 
Professor S. S. Huebner it was moved that the Executive Committee 
should report at the next annual meeting on the desirability of publishing 
one or more additional issues of the JounnNaL. The matter of financing 
the additional issues was discussed and the Committee was directed to 
include in its report recommendations with respect to re-classifying the 
membership and increasing dues, and other means by which additional 
funds could be raised. 

RESOLUTION 


The following resolution, prepared by the Secretary, was approved: 


In view of the fact that travel and other war difficulties 
made it difficult if not impossible for this Association to hold 
its annual meetings in 1942, 1943 and 1944, it is hereby resolved 
that the actions of Presidents Bowers and Dickinson and the 
Executive Committee in postponing these meetings and in pub- 
lishing in lieu thereof an issue of the JournaL for each 
postponed meeting is hereby approved. 

In accordance with Article VIII C of the Constitution 
requiring authorization by the membership at an annual or 
other meeting for expenditures which in any year exceed the 
aggregate of annual dues of the membership, approval is also 
given to the expenditures of the Treasurer each year for the 
publication costs of the aforementioned JouRNALS. 


InsuRANCE Boox REVIEWS 


The Secretary was directed to express appreciation to the American 
Mutual Alliance for its courtesy in sending to each member copies of 
Insurance Book Reviews which have been published since our last annual 
meeting in 1941. 

Exizurn Wricut Insurance LITERATURE AWARD 


Permanent Awards Committee 

President Dickinson reported that the methods used to decide the 
winner of the Elizur Wright Insurance Literature Award for 1944 and 
1945 consisted of the Secretary obtaining suggestions from the members 
and a final decision by the Executive Committee. After some discussion 
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it was decided to have the Secretary continue to obtain member sugges- 
tions but that President Dickinson should head a committee composed 
of himself and the members of the Executive Committee for the purpose 
of making a final decision as to the winner of the award each year. 


Establishment of the Award 

In order to inform the members of the details regarding the Elizur 
Wright Insurance Literature Award President Dickinson read at the 
business meeting the following letter which he wrote the Donor and the 
Donor’s reply. They were approved by the Executive Committee when 
presented in Memorandum No. 7, dated November 22, 1944. This 
exchange of letters establishes, unless subsequently modified, the rules 
and conditions for making the award. By action at the business meeting 
the action of the Executive Committee was specifically confirmed by 
the Association. 

November 15, 1944. 
Dear Mr. Donor: 

First let me express my very great appreciation for the very 
pleasant visit with you yesterday and the opportunity to greet 
your associates. I continue to marvel at the unusual success 
which you and your organization have enjoyed. 

Before writing to the Executive Committee, I thought it best 
to check with you to see that we have had a complete meeting 
of minds on the matter of the insurance award. “ 

1. The name: Elizur Wright Insurance Literature Prize. 

2. Awarded by: The American Association of University 
Teachers of Insurance. The Association will choose the Com- 
mittee to make the selection of the best insurance article, book, 
report, etc., published during the year. All publications in 
insurance will be eligible for the prize. Findings of the Associa- 
tion will be final ; hence it will relieve you of the responsibility 
for the selection. The Association shall have the privilege of 
not making the award any year in which no outstanding piece 
of insurance literature has appeared. The Association in that 
case may, if it sees fit, make the award for some article, book, 
or report published before that year. This option to award the 
prize for writings published in some previous year should not 
be exercised more frequently than once in three years. 

3. The donor: Yourself, as an individual. 

4. The amount: $250 to the winner, the donor to pay the 
cost of a suitable certificate. In order to make this part of the 
cost more definite, shall we agree that the expense shall not 
exceed $50 per annum? I have not had time to investigate the 
cost of a suitable certificate but will do so in the immediate 
future. 

5. The terms: To be awarded each year, 1944 through 1948 
inclusive, provided the donor is living in December of each year. 
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Check should be made payable to the Association to be for- 
warded to the Association on or before December 15 of each year. 

I believe these items substantially cover our understanding. 
As soon as you have checked these items I shall submit the 
entire proposal to our Executive Committee for approval. It 
will be a great privilege to handle this Award, and I trust that 
as the years go by you will feel that the encouragement to 
insurance writing and the recognition of outstanding contribu- 
tions to insurance literature will reward you for your generosity. 

Cordially, 


FGD:fs Frank G. Dickinson, 
President. 


P.S.—I was greatly impressed by your innate humility and 
modesty. If you would prefer to remain anonymous—except to 
the President and Secretary-Treasurer of the Association—we 
shall keep your identity a secret. If you prefer to remain so 
for a few years, that could be arranged. You as an individual 
will be the donor; I hope that you will “step forward and take 
a bow” by permitting us to name you as the donor in the 
announcement next month. 


November 21, 1944. 


Mr. Frank G. Dickinson, President, 

American Association of University Teachers of Insurance, 
Depattment of Economics, University of Illinois, 
Urbana, Illinois. 


Dear Mr. Dickinson : 

I have read your letter of November fifteenth which sets 
forth the conditions under which I was to make a contribution 
the purpose of which is clearly outlined in your letter, and 
from the wording of your letter I am satisfied that this is 
exactly according to agreement. 

Why I should step forward and take a bow is something 
I am at a loss to understand for as far as I am personally con- 
cerned this would be just something extra for someone to do; 
however, your penned notation that you would be proud to 
make the announcement places me in somewhat of an embarras- 
sing position as I do not wish to accede to your wishes without 
regard to what my own sensibilities may be in such matters. 

However, the only way to handle these things is to do it 
with the least fuss—the fact that the student receives the award 
which must come from somebody is all that matters. So I 
prefer to remain incognito if that meets with your pleasure. 


Yours very truly, 


Tue Donor. 
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SzoreTarRy’s EXPENSES FOR 1946 


The Secretary was authorized to receive $50.00 in lieu of his expenses 
to the annual meeting; and to spend up to $100.00 for the hiring of 
stenographical and clerical help during the year, if this be needed. 


REPORT OF MEMBERSHIP COMMITTEE 


~ The Membership Committee continued to accept applications for 

membership. No formal application blank is used by the Association. 

Any present member is allowed to propose a college or university teacher 

of insurance for active membership ; and any college or university teacher 

of insurance may apply for active membership without sponsorship. 

Applications for associate membership must be sponsored by members. 
The following were admitted to membership during 1945: 


J. Donald Watson 
Donald Scoles 

M. J. Pierce 
Robert I. Mehr 

W. E. Mallaliew 
Leland J. Gordon 
Warner C. Danforth 


The Membership Committee urges all members to keep in mind the 
matter of improving our membership. 
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TREASURER’S REPORT FOR 1945 


INCOME 
Cash on Hand, January 1, 1945...........cceeeeecceeeees $ 616.80 
IEE Se Se re $ 264.00 
Sales of Proceedings: 
BOE ede mnccccccocccscccceseences $ 322.75 
Ne edb iedecvccveseviuieeess 26.75 
——__ 349.50 
Sales of Proceedings Reprints: 
Pension Planning Co. .............. $ 59.00 
American Institute Property and Cas- 
ualty Underwriters ............. 45.00 
Social Security Board............... 64.00 
—— 168.00 
Advertising in Proceedings: 
Banela Press Co. ... .wcsess shaw’ $ 35.00 
Richard D. Irwin, Inc. ............. 35.00 
——_—‘70.00 
Elizur Wright Prize Money.............. $ 250.00 
Engraved Certificate for above........... 12.00 
262.00 
Ee Se nn aac eee eke bees hbed at eles 1,113.50 
Total Received from All Sources...........cccceeeceecees $1,730.30 
DISBURSEMENTS 
Printing (Dunlap Printing Company)............ $ 738.10 
Miscellaneous Office Expenses for Secretary-Treasurer 73.03 
Miscellaneous Office Expenses for President ....... 10.00 
Bank Charges for Handling Account.............. 1.05 
Elizur Wright Prize Money to Malvin E. Davis..... 250.00 
Preparation of Certificate for above.............. 11.00 
ee IN 5, Pd act ceccnschacecscccces 1,083.18 














COMMITTEE PERSONNEL 
1946 


Annual Meeting Program Committee 
Dean J. Anderson Fitzgerald, University of Texas, Chairman 
Dean Laurence J. Ackerman, University of Connecticut 
Professor Ralph H. Blanchard, Columbia University 
Professor Edison L. Bowers, Ohio State University 
Professor David McCahan, University of Pennsylvania 
Mr. James C. O’Connor, National Underwriter 


Committee on Collegiate Preparation for Insurance Careers 
Professor Harry J. Loman, University of Pennsylvania, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor David McCahan, University of Pennsylvania 


Committee on Professional Standards in Life, Property and Casualty Insurance 
Professor 8. 8. Huebner, University of Pennsylvania, Chairman 
Dean J. Anderson Fitzgerald, University of Texas 
Professor David McCahan, University of Pennsylvania 


Membership Committee 
Professor Frank G. Dickinson, University of Illinois, Chairman 
Professor Chester A. Kline, University of Pennsylvania 
Mr. John M. Breen, Lumbermens Mutual Casualty Company 
Professor J. Maynard Keech, University of Miami 
Professor Donald M. Scolies, University of Southern California 


@ 


Nominating Committee 
Professor Edison L. Bowers, Ohio State University, Chairman 
Professor J. Edward Hedges, University of Indiana 
Professor J. H. Magee, Bangor, Maine 


Elizur Wright Insurance Literature Award Committee 


Professor Frank G. Dickinson, University of Illinois 
and 
Members of Executive Committee 
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“, . . recognized authority on casualty insurance.” 
THE EASTERN UNDERWRITER 
KULP’S 
CASUALTY 


INSURANCE 


“ NE of the most comprehensive volumes yet written on the 

insurance business,”' this is also a “highly satisfactory and 
unique account of the most interesting, the most varied, and the 
most complicated fields of insurance.” ? 


“The author’s access to the ‘inner sanctum’ of executive and 
trade associations, national bureaus and state departments gives 
authoritative value to his analyses and predictions.”* “His judicial 
temperament leads to sound critical comments at all important 
points and a balanced perspective in dealing with highly contro- 
versial competitive problems that is admirable.” * 


«¢ AN excellent help to all people, practi- 





tioners and theorists,”* “well adapted 
for university courses,”* it is also true that 1 Zhe Bestem 
“the employee of a casualty company . . can- SGdiedi Metetn 
not do better than to begin his study of his and Historical 
’ : “TT Chronicle 
company’s products by reading Dr. Kulp. 2 oncinete 
“Scholarly .. . clear . . . shot through with 4 Proceedings of 
clever comments . . . entertaining.” ‘ pokey 
Analytic treatment, liberally documented, 5 The Annals 
with emphasis throughout on basic principles. ata 
In three parts: 1 Journal of 
I. Hazard, Insurance and Casualty Insurance. — 
Hazard and Insurance. Casualty Insurance. Casualty 











Insurance Policies. 

II. Casualty Hazards and Policies. Basis of Legal a Work- 
men’s Compensation: The Hazard. Workmen's Compensation Principles. 
Workmen's Compensation Insurance. Automobile Insurance. Automobile 
Liability Insurance and the State. Miscellaneous Public Liability Insurance. 
Burglary. Theft and Robbery. Glass Insurance. Power Plant Insurance. 
Credit Nutione: Accident and Health. 

Ill. Co ies, Rates and Regulation. Casualty Insurance Companies. 
Manual or Classification Rates: Merit Rates. Regulation of Casualty 
Insurance Business. 


Widely adopted. 48 Tables, 680 Pages, #5.00 


THE RONALD PRESS COMPANY 
15 East 26th Street, New York 10, N. Y. 

















A New Third Edition 





Available for Fall Classes 


GENERAL INSURANCE 


1946 Edition 
by 


JOHN H. MAGEE 


President, J. F. Singleton Company 
Fellow, Insurance Institute of America 


This outstanding text has been adopted for required class- 
room use by more than 200 colleges and universities. It is 
unquestionably the leading textbook in this field today. 

In preparing this new Third Edition which will be published 
August 1, 1946, the author has retained the basic plan of the 
original editions. However it has been brought up to date and 
presents all of the most recent legislation and legal interpreta- 
tions. A large number of other changes are based upon the 
suggestions of its many users. This gives the book an even 
more teachable presentation of the fundamental principles and 
practices of insurance. 

All of the questions and problems have been thoroughly 
revised. A new Solutions Manual will be available to the 
adaptors of this book. 

You will want to delay your decision as to a text until 
you can examine this new Third Edition of General Insurance 


by Magee. 
Send for an Examination Copy 


Richard BD. Irwin. Ine. 











TWO IMPORTANT McGRAW-HILL BOOKS 


Revised and Enlarged 





LIFE INSURANCE. New sixth edition. 


By JosepH B. Mac.ean, Vice President and Actuary, The 
Mutual Life Insurance Company of New York. McGraw-Hill 
Insurance Series. 670 pages, 54% x 8. $4.00. 


Since 1924 this distinctive text has been a perennial leader in its field, 
and has been generally regarded as the standard life insurance text. Widely 
adopted in colleges and universities and in the educational departments of 
leading life insurance companies, it has maintained a highly successful 
record of distribution and use through five large editions. In the sixth 
edition the entire book has been brought completely up to date, with special 
attention to recent important developments affecting the operation of the 


life insurance business. 


INSURANCE. New third edition. 


By Apert H. Mowsray, Professor of Insurance, University 
of California. McGraw-Hill Insurance Series. Ready in June. 


Thoroughly revised and brought up to date, the new third edition 
of this successful textbook presents, as before, a unified and complete 
picture of the whole insurance field, showing the fundamental principles 
and practices and major problems. All material has been viewed in the 
light of changing conditions. As in earlier editions, emphasis has been 
placed on principles, with a corresponding suppression of details of practice 
in the various fields of insurance. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 
330 West 42nd Street New York 18, N. Y. 












































D. 


F. 


PURPOSES 


Promotion of insurance education. 
Encouragement of research in the insurance field. 


To provide an open forum for scientific discussion of all kinds of 


insurance. 
The Association will take no position as an organization on 
any insurance problem, nor wil it be in any way responsible 
for the expression of opinion of any one of its members. 


Publication of such material as may from time to time seem appro- 
priate in forwarding the general purposes of the Association. 


Co-operation with other American organizations interested in whole, 
or in part, in insurance education. 


Co-operation with similar organizations in foreign countries. 


PROCEEDINGS 


‘The Seeretary has copies of the Proceedings of vrevious Annual Meetings 


available at prices ranging up to $1.50 each. 





TEXTBOOK NEWS 





LIFE INSURANCE 


THIRD EDITION 
By 


S. S. HUEBNER, Ph.D., Sc.D. 


PROFESSOR OF INSURANCE AND COMMERCE AT THE 
UNIVERSITY OF PENNSYLVANIA; PRESIDENT OF THE 
AMERICAN COLLEGE OF LIFE UNDERWRITERS, Etc. 


4 ye very practical textbook brings together in compact and classi- 
fied form the facts and information which give a comprehensive 
understanding of the nature of life insurance and the legitimate ways 
in which it should be employed in the interest of personal, family 
and business welfare. $4.00. 


THE ECONOMICS OF 
LIFE INSURANCE 


REVISED AND ENLARGED EDITION 
By S. S. HUEBNER 


| pet rman the dollar value of human life in family and business 
affairs, this textbook for advanced courses in insurance discusses 
the availability of life insurance as a practical means of applying 
to the management of life values the fundamental principles custom- 
arily applied to property affairs. $2.25. 


PROPERTY MARINE 
INSURANCE INSURANCE 
THIRD EDITION By 
By S. S. HUEBNER S. S. HUEBNER 
A comprehensive and non-tech- Provides an understanding of 


nical discussion of the important the nature and practical opera- 
economic and legal principles tion of marine insurance, and the 
and the leading practices upon __ intimate relationship of the busi- 
which the various kinds of prop- _ness to shipping, banking, and 
erty insurance are based. $3.50. overseas commerce. $3.50. 


Business Life Insurance Trusts 


By C. Alison Scully and 
Franklin W. Ganse $2.50 











D. APPLETON-CENTURY COMPANY 
35 West 32nd Street New York 1, New York 





